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PREFACE. 

The accompanying regulations embrace the various 
administrative features of the law (sec. 2, act of Oct. 3, 
1913) imposing a tax on incomes. They contain in- 
structions relative to the preparation of returns, etc., and 
are designed to assist both the taxpayer and the officers 
charged with its enforcement in complying with the re- 
quirements of this law. 

Liberal construction of the law has been given that 
those charged with withholding the tax at the source 
may not do so unnecessarily. Withholding agents may 
forward evidences of non-liability to payment, when such 
evidences are received by them, to collector for the dis- 
trict in lieu of the tax. This will relieve them of the 
necessity of withholding such tax. 

The regulations are arranged according to general sub- 
jects, as follows: 

Part 1. Individual income returns and collections. 
Part 2 .  Collections at the source. 

A. Bonds, mortgages, deeds of trust, etc. 
B. Bonds, mortgages, deeds of trust, etc., by first 

bank or collection agency where certificates 
of owners are not filed. 

C. Bonds, mortgages, dividends, etc., of foreign 
corporations. 

D. Salaries, wages, rent, etc. 
E. Piduciaries. 

Part 3. "Relative to corporations, joint stock companies 
or associations, and insurance companies. 

Part 4. Assessment and collection. 
All forms of certificates herein provided shall be 8 

inches wide and 3% inches from top to bottom, and printed 
on paper of substantial weight and texture. 
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REGULATIONS. 

Regulations concerning the tax imposed by Section 2, Act of Octobep 
3, 1913, on net income of Individuals, Corporations, Joint-stock 
Companies, Associations, and Insurance Companies. 

TREASURY DEPARTMENT. 
OFFICE OF COMMISSIONER OF INTERNAL REVENUE, 

Washington, D. C., Janm y 6, 1914. 

PART 1. 

INDIVIDUAL INCOME RETURNS AND COLLECTIONS. 

Article 1. Section 2 of the above-named act imposes ablzmO* tags- 

tax of 1 per centum (designated as the normal tax) on 
net incomes arising or accruing from all sources during 
the preceding calendar year to- 

(a) Every citizen of the United States, whether resid- 
ing at home or abroad; and 
(6) Every person residing in the United States, though 

not a citizen thereof; and 
(c) From all property owned and from every business, 

trade, or profession carried on in the United States, by a 
pe+son residing elsewhere. 

Art. 2. Said section also imposes an additional tax onw;tpt;yl 0' 

all net incomes of individuals exceeding $20,000, as 
folloms : 

1 per cent on incomes exceeding $20,000 and not exceeding 
$50,000. 

2 per cent on incomes exceeding $50,000 and not exceeding 
$75,000. 

3 per cent on incomes exceeding $75,000 and not exceeding 
$100,000. 

4 per cent on incomes exceeding $100,000 and not exceeding 
$250,000. 

5 per cent on incomes exceeding $250,000 and not exceeding 
$500,000. 

6 per cent on incomes exceeding $500,000. 

Art. 3. The NET INCOME shall consist of the total,:;thcomed+ 
gains, profits, and income derived from all sources (desig- 
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3 0 INCOME TAX REGULATIONS. 

nated as gross ineome) less deductions numbered first to 
sixth, inclusive, spec%cally enumerated in paragraph B 
of the act. (See article 6.) 

Normal tax; In  computing the taxable income for the p u r p o k  of u p o n  what com- 
puted.  the n o k a l  tax there shall be deducted from the net 

income as above ascertained: 
(a) The amount included in the gross income received 

as dividends upon the stock or from the net earnings 
of any corporation, joint-stock company, association, or 
insurance company which is taxable upon its net income; 

(b) The amount of income the tax upon which has 
been paid or withheld for payment a t  the source; and 

( c )  The spec& exemption of $3,000 or $4,000, as the 
case may be, except in the case of nonresident aliens. 

Gross .income. Art. 4. Gross income includes all gains, profits, and What it includes. 
income derived from- 

(a) Salaries, wages, or compensation for personal ser- 
vice of whatever kind and in whatever form paid. 

(6) Professions, vocations, business (including income 
from copartnerships), trade, commerce, or sales or deal- 
ings in property, growing out of the ownership or use of 
or interest in, real or personal property. 

(c) Interest, rent, dividends, securities, or transaction 
of any lawful business carried on for gain or profit. (See 
art. 67 as to interest on deposits and certificates of 
deposit .) 
(d) Gains or profits and income derived from any 

source whatever, including the i n c m e  from, but not the 
value of, property acquired by gift, bequest, devise or 
descent. 

The foregoing is held to include all income, gains, and 
profits arising or accruing from all sources whatever in 
the calendar year for which the return is made, except as 
hereinafter specXca2ly stated. 

Incomeexempt Art. 5. The following item3 should not be included as from taxation. 
gross income: 

(a) Value of property acquired by. gdt, bequest, de- 
vise, or descent during the year., 

(b) Proceeds of life insurance policies paid upon the 
death of the person insured to beneficiaries, or payments 
made by or credited to the insured, on life insurance, 
endowment, or annuity contracts, upon the return 
thereof to the insured a t  the maturity of the term men- 
tioned in the contract, but this shall not be construed to 
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mean that interest payments to beneficiaries from insur- 
ance companies shall not be included as income. 
(c) Income derived from interest upon the obligations 

of a State or any political subdivision thereof and upon 
the obligations of the United States or its possessions; 

(d)  The compensation of the President of the United 
States in office at the time of the passage of the act of 
October 3, 1913, during the term for which he was 
elected, and the judges of the Supreme and inferior courts 
of the United States in office at  the time of the passage 
of the act of October 3, 1913; 

( e )  The compensation of all officers and employees of 
a State or any political subdivision thereof, including 
public-school teachers, etc. When such State officers 
or employees are compensated by the United States, they 
must include such income as taxable. 

Art. 6.  Deductions and exemptions allowed i n  computing 
taxable income for the purposes of the normal tax. 

Under paragraph B the following items are to be de-, ,~;~,"$~P~: 
ducted from the gross income: agraph B. 

1. The amount of necessary expenses actually paid for 
carrying on business, but not including business expenses 
of partnerships and not including personal, living, or 
family expenses. 
' 

2. All interest paid within the year on personal in- 
debtedness of the taxpayer incurred in the conduct of 
business. 

3. All National, State, county, school, and municipal 
taxes paid within the year (not including those assessed 
against local benefits). 

4. Losses actually sustained during the year incurred 
in trade or arising from fires, storms, or shipwreck and 
not compensated for by insurance or otherwise. 

5. Debts due to the taxpayer which have been actually 
ascertained to be worthless and charged off within the 
year. 

6. Amount representing a reasonable allowance for the 
exhaustion, wear, and tear of property arising out of its 
w e  or employment in the business, not to exceed, in the 
case of mines, 5 per cent of the gross value a t  the mine 
of the output for the year for which the computation is 
made, k t  not including the expense of restoring property 
or ma7Eing goocZ the exhaustion thereof, for which an allow- 
ance is or has 6een made, nor for any amount paid for 
new buildings, permanent improv~ments, or betterments, 
made to increase the value of any property or estate. 



"Gross value a t  The term "gross value a t  the mine," as used in paragraphs B and G of section2 of the 
the de- aot of October 3, 1913, prescribing a limit to the amount which may be deducted in the 
tined. 

return of individuals and corporations as depreciation in the case of mines, is hold to 
mean the bona fide market, valne of ore, ooal, cmde oil, and gas a t  the mine or well, 
where such value is established by actual sales at tho mine or weU; and in c w  the 
market value of the product of the mine or meU is established at some other plsce then 
a t  the mine or well, or on the basis of the buUion or metallic value of the ore, then the 
gross value a t  the mine is held to be the value of the om, coal, oil, or gas sold, or of the 
metal produced. less transportation, reduction, and smelting charges. 

7. The amount included in gross income received as 
dividends upon the stock, or upon the net earnings, of 
any corporation, joint-stock company, association, or 
insurance company which is taxable upon its net income. 

8. The amount of income, the normal tax upon which 
has been paid or withheld for payment at the source of 
income. 

G S ~  or dons- None of the above items of deduction shall include 
tions made dur- 
ing  the^ ymoney or other items of value disposed of by gift, dona- 
to be de ucted tion, or endowment. 

Exemptions al- Under paragraph 6' the personal exemption of $3,000 
lowed under par- 
W ~ P ~ C .  or $4,000, as the case may be, is to be deducted from the 

net income except in the cases of nonresident aliens. 
(See arts. 7, 9, and 10.) 

~ s x  corn uted Art. 7. The act provides that the said normal tax shall 
on the c d n d a r  
sew except for be computed on the remainder of said net income accru- 
1913. 

ing during each preceding calendar year, and that for the 
year ended December 31, 1913, said tax shall be corn; 
puted on the net income accruing from March 1 to 
December 31, both dates inclusive, after deducting five- 
sixths only of the specific exemptions and deductions 
authorized. A specific exemption, therefore, of $2,500 
or $3,333.33, as the case may be, will be allowed for the 
year 1913. 

Income of non- Art. 8. The income of nonresident aliens subject to 
resident aliens 
subecttothenor- the normal tax of 1 per cent shall consist of the total 
ma/ tax. 

gains, profits, and income derived from all property 
owned, and from every business, trade, or profession car- 
ried on and capital invested within the United States 
(to be designated as gross income), less deductions (1 to 
8, inclusive) specifically enumerated in paragraph B of 
the act (see Art. 6), in so far as said deductions relate to 
said gains, profits, etc. 

The specific exemption in paragraph C of the act can 
der paragra h C 

au?weg hnot be allowed as a deduction in computing the normal computmg taxa- 
ble incomes. of tax of nonresident aliens. 
nonresident ahens 

Nonres iden t  Nonresident aliens are subject to additional or surtax 
aliens subject to 
additional or sur- the same as prescribed in the case of citizens of the United 
tax. 

States or persons residing in the ~ d t e d  States. 
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The responsible heads, agents, or representatives of said 
nonresident aliens who are in charge of the property 
owned or business carried on or capital invested shall 
make full and complete return of said income and shall 
pay the tax as provided herein. 

Art. 9. Under paragraph C, every single person and tionpg,"g;mg 
le erson or every married person not living with husband or persons 

in the sense below defined, who has a net income exceed- liVhgapart- 

ing $3,000 per annum, is liable to pay tho normal tax 
under this law, but in making return for such tax such 
person may claim an exemption of $3,000 from his or her 
total not income. 

Art. 10. Husband and wife living together are entitled ,i,"np$y;tr;B; 
to an exemption of $4,000 only from the aggregate net r","pkz;pr;; 
income of both, which may be deducted in making the $;e~and a n d  

return of such income for taxation. However, when the 
husband and wife are separated and living permanently 
apart from each other each shall be entitled to an exemp- 
tion of $3,000. 

If the husband and wife not living apart have separate $;h~",y;:: 
estates, the income from both may be made on one return, rap-e~tate;~ 

but the amount of income of each, and the full name and 2,";:p;t.gin- 

address of both, must be shown in such return. 
The husband, as the head and legal representative of 

the household and general custodian of its income, should 
make and render the return of the aggregate income of 
himself and wife, and for the purpose of levying the in- 
come tax it is assumed that he can ascertain the total 
amount of said income. 

If a wife has a separate estate managed by herself as , ~ ~ C ~ ~ ~ , o , '  
her own separate property and receives an income ofbe attached to husband's return 
$3,000 or over, she may make return of her own in- or husband's in- come may be in- 
come, and if the husband has other net income, making duded in wife's return. 
the aggregate of both incomes more than $4,000, the 
wife's return should be attached to the return of her 
husband, or his income should be included in her return, 
in order that a deduction of $4,000 may be made from 
the aggregate of both incomes. The tax in such case, 
however, will be imposed only upon so much of the 
aggregate income of both as shall exceed $4,000. 

If either husband or wife separately has an income ,z,": ;r ,"it;,";, 

equal to or in excess of $3,000, a return of annual net husband has an income or wife 01 

income is required under the law, and such return must $3~000 Or over. 

include the income of both, and in such case the return 
2 4 7 8 5 ' - 1 L 3  
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must be made even though the combined income of both 
be less than $4.000. ,. , 

R e t u r n  re-  If the aggregate net income of both exceeds $4,00OP quired, if aggre- 
p2bmy,","a"$fan annual return of their combined incomes must be made 
t4&, e f ~ h " , ~ $ i n  the manner stated, although neither one separately 
*s;,h~;; may have an incomeof $3,000 per annum. They are jointly 
~ o o ~ ~  over. and separately liable for such return and for the payment 

of the tax. - 
The single or married status of the person claiming the 

specific exemption shall be determined as of the time of 
claiming such exemption if such claim be made within 
the year for which return is made, otherwise the status 
at the close of the year. 

hterest'npa* Art. 11. His or her prorata share of the net profits de- nership pro6t; 
how reported. rived from a partnership business, whether or not divided 

and paid out shall be included in the personal return of 
each ~ar tner .  

Partnerships Art. 12. Partnerships, as such, are not subject to the as such, not liable 
to t ~ x  but state-income tax, and are only required to make return when 
ment hay  be re- 
quired. requested to do so by the Commissioner of Internal Reve- 

nue or the collector bf internal revenue for the district in 
which said partnership has its principal place of business; 
and when a return is required it shall give a complete 
and correct statement of the gross income of the said 
partnership and also a complete statement of the actual 
expenses of conducting the business of said partnership, 
and the net profits and the name and address of each 
member of said partnership, and their respective interest 
in the net profit thus reported. 

pz;;tg'b",hg Art. 13. The net annual profits of a partnership when 
~$,"h~;~l~;  divided and paid to the members thereof shall be included 
ualpartners. by each individual partner receiving same in his annual 

return of net income, and the tax shall be paid thereon 
as required by law. When the annual profits of a part- 
nership are not distributed and paid to the members 
thereof the respective interest of each member in said 
profits shall be asccrtained, and the individuals entitled 
thereto shall include the said amount in their annual 
return as a part of their gross income, the same as if said 
profits had been distributed and paid to them. 

I n d i v i d u a l  Art. 14. Undivided annual net profits of partnerships p a r t n e r s h i p  
profits. thus returned by the individual members thereof, and 

tax paid thereon, shall not, when said profits are a c t u d y  
distributed and paid to such members, be again included 
in their annual return as a part of their gross income. 
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Partnerships owning interest coupons or registered in- , ~ $ ~ ~ a ~ i ; ; ;  

terest orders may claim deduction for legitimate expenses g t ~ $ , " ~ g ~  

incurred in business by filing the proper certificate with 
the withholding agent. (See a~ticle 47.) 

Art. 16. Each person of lawful age whose net income is O ~ ~ ~ U B r ; ~ ~  

$3,000 or over shall, on or before the 1st day of March, c o m e o f ~ , ~ o r  
over are to be 

1914, and mi or before the 1st day of March each year made. 

thereafter, file an accurate return of income under oath 
or affirmation, except as herein provided. (See article 8.) 

If the person making the return of income has his place wherefled. 

of business in the collection district in which he resides, 
the return shall be filed with the collector of that district. 
If his principal place of business is elsewhepe, the return 
shall be filed in the &strict in which that business ie 
located. 

In  the case of an individual residing in a foreign country 
return shall be made to the collector of internal revenue 
for the district where his principal business is carried on 
within the United States. 

Art. 16. The required return will be made on Form "OmO'retm 

1040 in accordance with the instructions printed thereon, 
and will specifically set forth- 

1. All income received from each specific source and 
the total thereof. 

2. All the separate items of deduction claimed under 
paragraph B of this law. 
. 3. The amount of specific exemption claimed under 
paragraph C. 

4. All amounts of income upon which tax has been 
withheld at source by withholding agent or agents. 

Art. 17. When by reason of minority, insgnity, a b - , ~ ~ f ~ & ~ ~  
sence, sickness, or other disability, the individual is un- guardian or duly 

authoriaed egent. 

able to make his own return, the same shall be made by 
his guardian or duly authorized agent. 

In the case of the death of a person whose net income ,~,"f,"~,"$~~C',:  
for the part of the year during which he lived was $3,000 make return in 

case of death. 

or over, return of net income shall be made by the 
executor or administrator of the estate of the deceased, 
and in computing the taxable income of such estate there 
shall be allowed the specsc exemption provided by law. 

Art. 18. When the required return has not been made to~;yr;;$z 
by a person acting as guardian, agent of a n~nresident;;~;;;;;~~;; 
alien, or by one acting in any other capacity in which 
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the law makes it a duty for him to represent the in- 
dividual, notice of failure to make such return will be 
served upon such guardian or agent. 

The person upon whom such notice is served may, how- 
Evidence may 

be med ever, when the facts warrant, file evidence with the col- 
nonliability to 
lnake return. lector showing that the individual for whom he acts did not 

receive an income subject to tax during the yeas, or 
that the said guardian or agent had fled the return with 
some other collector. 

ltetwns not Art. 19. Any individual whose net income is less than required of per- 
; ~ r , Z " f r 1 1 S w ~ ~ $ 2 0 , 0 0 0 ,  for whom full return has been made by others 
 made by as withholding agents, shall not bs required to make a 
- - 

return. 
lleturns to be Art. 20. If any person liable to pay an income tax for 

prepa1e.d by ~01- . 
ector m cert~llimself or others shall fail to make and deliver the re- 

cases. 
turn required by law, but shall consent to disclose the 
particulars of any business or occupation liable to pay 
such tax, it shall be the duty of the collector or deputy 
collector to make such list or return, which being dis- 
tinctly read and consented to, signed, and versed by 
oath or a&mation by the person liable to make such 
return, the saEpe may be received as the list or return of 
such person. 

Refusal or neg- Art. 21. In  case any person liable to make return shall 
lect to make re- 
turn. neglect or refuse to make or render a list or return, or 

shall render a willfully false or fraudulent return, it shall 
be the duty of the collector, after due notice has been 
given, to make such list, according to the best informa- 
tion he can obtain by the examination of such person, 
or any other evidence.' 

When duly certified by the collector, the said list thus 
g",';& f$se :prepared shall be the return of said person and the tax 
turn. so ascertai~ed to be due, together with the 50 per cent or 

100 per cent penalty incurred, shall be assessed and 
collected. 

neturns to be Art. 22. The annual return must be verged by 0at.h or verified by oath 
oraffirmation. affirmation of the person making the same. Co1l.e~ tors are 

directed by law to require every return to be so versed 
by the person rendering it,. The affidavit may be made 
before the collector for the di3trict or before any officer 
authorized by law to administer oaths. 

1 For method of procedure in such cases, see sects. 3173 and 3176, Rev. Stat., m d  also 
Form 1045, the form of notice to be given in such cases. 
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Art. 23. When the return is not filed within the re- , ~ , " ~ ; ~ , " ; e b ~  
quired time by reason of sickness or absence of the indi-maybegr'n@d. 
vidual, an extension of time, not exceeding 30 days from 
March 1, within which to file such return may be granted 
by the pollector, provided a written application therefor 
is made by the individual within the period for which 
such extension is desired. 

Art, 24. The annual returns will be forwarded by col-,,'f;",y;,"; ;; 
lectors by registered mail to the Commissioner of Internal g;~?;;:;;~;; 
Revenue wit'h the list for the month in which the returns ;%ilfe 8 i s  tered 

are filed. Collectors must provide that said returns and 
all forms relating thereto are securely sealed in envelopes 
or packages before forwarding the same. 

Art. 25. All assessments shall be made by the Com- Assoos~oents; 
no t i f i c a t i~u  of; missioner of Internal Revenue, and all persona shall bc when tu be paid. 

notified of the amount for which they are respectivcly 
liable on or before the 1st day of June of each successive 
year, and said assessments shall be paid on or before the 
30th day of June, except in cases of refusal or neglect to 
make such return and in cases of false or fraudulent 
returns, in which case,; the Commissioner of Internal 
Revenue shall, upon the discovery thereof, at any time 
within three years after said return is due, make a return 
upon information obtained, as provided by the law, and 
the assessment made by the Commissioner of Internal 
Revenue thereon shall be paid by such person or persons 
immediately upon notification of the amount of such 
assessment. 

Penalty for fail- To any sum or sums due and unpaid after tho 30th ure to pay 

day of June in any year, and for 10 days after notice and 
demand thereof by the collector, there shall be added the 
sum of 5 per cent on the amount of tax unpaid, aud in- 
terest at  the rate of 1 per cent per month upon said tax 
from the time the same became due, except from the 
estates of insane, deceased, or insolvent persons. 

Art. 26. If any person, corporation, joint-stock com- a:,ti;:,$; 
pany, association, or insurance company liable to makeretUFnS. 
returns or pay tax shall refuse or neglect to make returns 
a t  the time or times specified in each year, such person 
shall be liable t,o r penalty of not less than $20 nor more 
than $1,000. 

Any person or any officer of any corporation r.equired ,~~,"g"'~$," f:F 
by law to make, render, sign, or verify any return w h o ~ & ~ ~ u ' e n t r e -  
makes any false or fraudulent return or statement with 
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intent to defeat or evade the assessment required by 
law to be made shall be guilty of a misdemeanor, and 
shall be fined not exceeding $2,000 or be imprisoned not 
exceeding one year, or both, at  the discretion of the court, 
with the costs of prosecution. 

Art. 27. Nothing in the law or these regulations shall 
be construed to release a taxable person from liability for 
income tax, nor shall any contract entered into after the 
act of October 3, 1913, took effect be valid in regard to 
any Federal income tax imposed upon a person liable to 
such payment. 

Art. 28. For regulations relative to the claiming of 
exemptions and deductions' on income, the tax on which 
is to be deducted and withheld a t  the source, see article 33. 



PART 2. 

COLLECTIONS AT THE SOURCE. 

Art. 29. The deductions and payment of the tax at the ,S,":",z;P1$ 
source of income applies only to the normal tax imposed only to the nor- mal tax imposed 
upor, individuals and shall not be construsd to require uponindividuals. C o l l e c t i o n  a t  
any of such tax to be withheld prior to the 1st day of so~irce not opera- tive until Nov. 1, 
November, 1913. 1913. 

Art. 30. Paragraph E of section 2 of the act p r o ~ i d e s ~ , ~ e ~ ; ~ ~ ~ ;  
that- with011 tax at 

the sowoe. 
All persons, firms, copartnerships, companies, corporations, joint- 

stock companies or associations, and insurance companies, in what- 
ever capacity acting, including lessees or mortgagors of real or per- 
sonal property, trustees acting in any trust capacity, executors,-ad- 
ministrators, agents, receivers, conservators, employers, and all 
officers and employees of the United States having the control, re-. 
ceipt, custody, disposal, or payment of interest, rent, salaries, wages, 
premiums, annuities, compensation, remuneration, emoluments, or 
other fixed or determinable annual gains, profits, and income of an- 
other person, exceeding $3,000 for any taxable year, other than divi- 
dends on capital stock, or from the net earnings of corporations and 
joint-stock companies or associations subject to like tax, who are re- 
quired to make and render a return in behalf of another, as provided 
herein, to the collector of his, her, or its district, are hereby author- 
ized and required to deduct and withhold from such annual gains, 
profits, and income such sum as will be sufficient to pay the normal 
tax imposed thereon by this section, and shall pay to the officer of 
the United Statea Government authorized to receive the same; and 
they are each hereby made personally liable for such tax. 

Art. 31. All persons, fkms, etc., mentioned in theag",'zholding 
above-quoted paragraph are referred to in these regula- 
tions as "debtors1' or "withholding agents," and the word 
c 1  source" is to apply to the place where the income origi- 

nated and is payable. 
Art. 32. The income from which the normal tax of Income as 10 

which tax is to be 
1 per cent is to be withheld by withholding agents in- withheld. 
cludes all items of income exceeding in the aggregate 
$3,000 and payable to any one person during the year, 
except : 

(a) Dividends on capital stock or from the net earnings 
of corporations and joint-stock companies or associations 
and insurance companies subject to like tax. 
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( b )  Income of an individual which, is not fked or cer- 
tain and not payable at  stated periods, or is indefinite or 
irregular as to amount or time of accrual, shall not be 
withheld at  the source, but shall be listed in  the annual 
return of the individual, and the .tax shall be paid thereon 
by him. 

Incomes derived from the following professions andlvo- 
ca.tions come under this head: Agents compensated on 
the commission basis, lawyers, doctors, authors, inven- 
t,olbs, and other professional persons whose income is irregu- 
lar and indefinite. 

Such persons shall make personal return of all their 
income, provided their total net income from all sources is 

specdfeesand $3,000 or over. For example: When a lawyer receives a annual retamers. 
retainer of $5,000 as a special fee, a deduction therefrom 
shall not be made by the payer; but when a lawyer re- 
ceives a retainer of $5,000 per annum, and the exemp- 
tion claimed is $3,000, $2,000 of such income would be 
taxed and the tax retained at the source; or if his ex- 
emption claimed should be $4,000, $1,000 of such income 
.would be taxed and the tax thereon withheld a t  the 
source. 

(c) Items listed in article 5, which are wholly exempt 
from tax. 

, Art. 33. (a!) In all cases where the income tax of a 
~ ; , ~ ~ ~ ~ $ i $ P e r s o n  is withheld and deducted and paid or to be paid 

agent. at the source, such person shall not receive the benefit 
of the deducti0.n and exemption allowed in paragraph C 
(see arts. 9 and 10) except by an application to the col- 
lector for refund of the tax unless he shall, not Zess than 
50 days prior to the day on which the return of his in- 
come is due, fle with the person who k required to with- 
hold and pay tax for him, a certificate claiming the 
bencfit of such exemption, and thereupon no tax shall 

, ~ & ? f . ~ ~ e ~ , " p ' :  be withheld upon the amount of such exemption. If 
resentations 
o b t a i n  oxem: any person for the purpose of obtaining any allowance 
t i o ~ .  or reduction by virtue of a claim for such exemption, 

either for himself or for any other person, knowingly 
makes any false statement or false or fraudulent repre- 
sentation, he shall be liable to a penalty of $300. 

Deductions un- 
der paragra B. _ ( b )  Nor shall any person under the foregoing condi- B Form!Oo %be tions be allowed the benefit of any deduction provided flled with w~th-  
Ilolding collector. agent Or for in subsection B (see art. 6, 1 to 6) unless he shall, not 

less than 30 days prior to the day on which the return of 
his income is due, either file with the person who is re- 
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quired to withhold and pay tax for him a, true nnd correct 
ret,urn (on Form 1008) of his annual gains, profits, and 
income from all other sources, and also the deductions 
asked for, and the showing thus made shaU then become 
a part of the return to be made in his behalf by tho person 
required to withhold and pay tho tax and the dobtor or 
withholding agent will only withhold t4he tax on the pay- 
inents made in excess of the deductions claimed on said 
form. Or such person may likewise make application for 
deductions to the collector of the district in which return 
is made or to bo made for him. 

If such person is a minor or an insane person, or i~~,CB{,":",g",~:f 
absent from the United States, or is unable owing to;:&,0f 
serious illness to make the return and application above 
provided for, the return and application may be made 
for him or her by the person required to withhold and 
pay the tax, he making oath on certificate (Form 1009) 
under the penalties of this act that he has sufficient 
knowledge of the affairs and property of his beneficiary 
to enable him to make a full and complete return for him 
or her, and that the return and ap~lication made by him 
are full and complete. 

(e) When, however, claims for exemption and deductions f 2 p  for 

as above described are not filed within the prescribed 
time, the tax collected in excess can be remitted only on 
presentation of a claim for refund under the provisions 
of section 3220, Revised Statutes, said claims to be made 
either by the withholding agent against whom the assess- 
ment was made, or by the person oh account of whom 
such taxes were withheld. 

C la ims  f o r  Claims for abatement of taxes erroneously assessed, abatement. 

or which are excessive in amount, may, prior to coliec- 
tion thereof, be filed under the provisions of said sec- 
tion 3220, Revised Statutes, either by the withholding 
agent against whom the assessment was made, or by the 
persons on account of whom such taxes were withheld. 

In  the monthly list returns as now prescribed a s p a c e m ~ ~ ~ ~ ~ ~ ~  
is provided to show the amount of taxes which the with- warded to collar- tor untll notlces 
holding agent may remit to the collector when such rc-;;v","",","e;; 
turns are fled. The withholding agents will not, how-ceived. 
ever, forward to the collector amounts withheld by liin 
until notices of assessment are received from the collector. 

Claims for exemption and deductions may be filed with 
the withliolding agent and claims for deduction8 may be 
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fled with Che collector, not Zater than 30 days p&r to 
March 1. 

Withholding 
agents to be fur- In  cases where claims for deductions are filed with the 
nlshed statement 
of deduct ions  collector within the time prescribed, the collector will 
clnimed through 
C,U,C~~,. immediately furnish the withholding agent (whose name 

and address must be shown on Form 1008) with a state- 
ment of the amount of deductions claimed, and said with- 
holding agent shall not-withhold and pay the normal 
tax to the extent of the deductions claimed as per said 
list. 

Withholding agents should not Ele their annual return.. 
until after the expiration of the time allowed persons to 
file claims for exemptions and deductions and if claims 
for deductions are filed with the collector in the required 
time, yet not in sufficient time to have the adjustment 
made by the withholding agent, the collector will make 
the adjustment on the withholding agent's return and in 
reporting such withholding agent for assessment will 
make allowance for the amount of such deductions 
claimed. Notice of such adjustment, however, must be 
furnished the withholding agent. 

Tax withheld 
to be paid to coi- Art. 34. The normal tax of 1 per cent shall be deducted 
lector of district. and withheld at the source, and payment made to the 

collector of internal revenue as ppovided in the law, by 
the debtor, or his, her, or its duly appointed agent author- 
ized to make such deduction and payment. 

b e  , '  NO other person, h, or organization, in whatever 
~ e l ~ ~ ~ ~ n ~ ~ ; c a p a c i t y  acting, having the receipt, custody, or disposal 
agent. of any income, as herein provided, shall be required to 

again deduct and withhold the normal tax of 1 per cent 
thereon, provided that any such person, iirm, or organiza- 
tion other than the debtor who has withheld said tax, 
shall file with the collector of internal revenue for his, her, 
or its district, a certzcate (Form 1006) showing from 
whom and in what amount the tax has been so withheld. 

~e tu rns  to be Art. 35. Withholding agents who are required to make made to collector 
of inter@ reve-monthly returns will, on or before the 20th day of each nue. 

month, fiZe with the collector for their respective dis- 
tricts such returns for %he preceding month, accom- 
panied by all certzcates relating thereto, and there 
shall also accompany said returns all cerMcates claiming 
exemptions and deductions which are not required to be 
listed thereon; and on or before the 1st day of March in 
each year s,aid withholding agents shall likewise f ld  their 
annual returns for the preceding calendar year. Annual 
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returns (Forms 1041 an.d 10421 must be zlc~omprl~nied hy 
all certificates claimi~lg exemptions and deductions 
relating thereto. 

Art. 36. For regulations'as to assessment and c.ollec- 
tion of taxes from withholding agents, see article 25 and 
"Assessments and collections," Part 4. 

Income derived from interest. upon bonda and mortgages or 
deeds of trust or other similar obligations of corporations, 
etc. 

Art. 37. Under the law a tax of 1 per cent, designated d ~ ~ ; ; r ~ ~ ~  

as the normal tax, shall be deducted at "the source," ;;?st ;n pg!  
beginning November 1, 1913, from all income accruingducted. 
and payable to any person subject to such tax which 
may be derived from interest upon bonds and mortgages, 
or deeds of trust, or other similar obligations, including 
equipment trust agreements and receivers' certificates 
of corporations, joint-stock companies or associations, 
and insurance companies, although such interest does not 
amount to $3,000. 

Income derived from the interest upon the obliga- ,zLeg$tQg' 
ti0ns of a State, county, city, or any other political ernmant tions exempt. obbga- 

subdivision thereof, and upon the obligations of the 
United States or its possessions, is not subject to the 
income tax, and certificates of ownership in connection 
with coupons or registered interest orders for such inter- 
est will not be required. 

Art. 38, The term " debtor,' ' as hereinafter used, shall ~ e r m  udebi~rJJ 
to  applg to 711 

apply to all corporations, joint-stock companies or asso-oo orations eG. 
a 3  to dul+ apl 

ciations, and insurance companies; and such "debtor" pointedwithhold. 
mg and paying 

may appoint withholding and paying agents to act for it agents. 
in matters pertaining to the collection of this tax, upon 
filing with the collector of internal revenue for the dis- 
trict a proper notice of the appointment of such agent or 
agents. Where such withholding agent is so authorized 
by the debtor corporation, he may file with the collector 
of his district the required returns and accompanying 
certificates (arts. 50 and 51), in which case the assessment 
of the tax withheld by him will be made in that district. 
Unless such authority is given, such reportls; etc., will be 
furnished by the debtor corporation to the collector of its 
district (i. e., the district in which its principal financial 
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or business office is located), where, in such case, assess- 
ment will be made. 

Tax t o  be .de- Art. 39. For the purpose of collecting the tax on all ducted and with- 
; ; ~ $ t ~ , ~ ~ b t o r  coupons and registered inteiwst originating or payable 

in the LTnited States, the source shall be the debtor (or 
its withholding and paying agent in the United States), 
who shall deduct the tax when same is to be withheld, 

,i:;",",sSy,"&;and no other bank, trust company, banking firm, or indi- 
interest ~ o ~ ~ o ~ s v i d u a l  taking coupons or interest orders for collection, or 
for collection. 

otherwise, shall withhold the tax thereon, where such 
coupons or orders for registered interest are accompanied 

,$i4$;tg $!by certificates of ownership signed by the owners of the 
g&P,";f,y~,"'C$~bonds upon which the interest ma,tured. These certiti- 
ection. cates shall be made on the prescribed forms and shall be 

made out by each owner of bonds for the coupons or in- 
terest orders for each separate issue of bonds or obliga- 
tions of each debtor. (See Arts. 43 and 46.) 

t $ ~ ~ ~ t U t e W ~ ;  Art. 40. Responsible banks, bankers, and collecting 
permitt&. agents receiving coupons for collection with the aforesaid 

certificates of ownership attached, may present the cou- 
pons with the attached certificates to the debtor or 
withholding agent for collection, or such certificates may 
be detached and forwarded direct to the Commissioner 
of Internal Revenue, provided such bank, banker, or 
collecting agent shall substitute for such certificates its 

Record to .beown certificate, and shall keep a complete record of each 
l~ep t  by collecting 
agent. transaction, showing- 

1. Serial number of item received. 
2. Date received. 
3. Name and address of person from whom received. 
4. Name of debtor corporation. 
5. Class of bonds from which coupons were cut. 
6. Face amount of coupons. 
7. Exemptions from tax claimed by owner under para- 

graph C. 
For the purpose of identification, such substitute cer- 

tificates should be numbered consecutively, and cor- 
responding numbers given the original certzcates of 
ownership. 

s $ $ ~ ; g e ~ ~ ~ ~ $ :  The permission here granted will extend to responsible 
~~f~t,eis&~$,t,q banks, bankers, a,nd collecting agents in foreign coun- 

tries, through whom collection of such interest coupons 
is made. 
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The various substitute certificates hereby authorized 
will correspond with the form numbers of the ownership 
certificates detached by the collecting agent, except that 
the substitute certificates' form numbers will be followed 
by the letter "a." 

Art. 41. A debtor whose bonds may be registered, both b ~ ; ~ , " E t ~ ~ ~ ~  
fore payment of as to principal and interest, shall deduct the normal tax.  mterest. 

of 1 per cent from the accruinv interest on all bonds ? 
before sending out checks for said interest to registered 
owners or before paying such interest upon interest 
orders signed by the registered holders of said bonds 
unless there shall be fled with said debtor or its fiscal 
agent (not later than 30 days prior to March 1) )  through 
whom said interest is customarily paid, the proper cer- 
tificates claiming exemption from liability for said tax 
as herein provided, executed- 

By a citizen or resident of the United States, the bona claims for ex- 
emption f r o m  

fide owner of the registered obligations, who may ~ l a i i n ~ ~ ~ ~ ~ ~ ~ ~ ; ; ~  
exemption under paragraph C, section 2, of the income 
tax law, or 

By corporations, joint-stock companies, associations, 
or insurance companies organized in the United St,ates, 
or organizations, associations, fraternities, etc., which are 
either taxable or exempt from taxation, as provided in 
paragraph G, subdivision (a), of the act, or 

By a bona fide resident and citizen of a foreign country, 
claiming exemption as such. 

Art. 42. If the owners of the bonds are individuals certiscates 01 
ownersh~p t o 

who are citizens or residents of the United States, thespecif)-boaasand 
amount of inter- 

aforesaid certscates shall accompany the coupons, or, est due. 

with respect to the interest on registered bonds, shall be 
filed with payer of said interest, and such certificahes 
shall describe the bonds and show the amount of cou- 
pons attached or the amount of interest due such owners 
on registered bonds and the name and address of the 
owners, and if registered in names other than tjhe owners 
such names with addresses shall also be given. Such 
certificates shall also show whether the claimants do or 
do not then claim exemption from taxation a t  the source, claim for ex 

emption u n d P I  
under paragraph C ,  articles 9 and 10 ($3,000, and under p a r a ~ a p h  C. 

certain conditions $4,000), as to the income represented 
by such coupons or interest. The certificates will be 
prepared on Form 1000 and must show the amount, if 
any, of exemption claimed, the total amount of exemp- 
tion to which the claimant is entitled and must be signed 
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by the claimants, who shall use their ordinary business 
signatures. The certificates shall also show the post- 
office and street address of the claimants, the internal-rev- 
enue district, and the date when signed. 

C e r t i f i c a t e s  Art. 43. Duly authorized agents may sign such cer- 
may be signed by 
;;;:tr,agyhed tificates for the persons for whom they act, and withhold- 

ing agents, banks, or others, with whom such certificates 
are filed, if satisfied as to the identity and responsibility 
of the persons so signing, shall stamp or write on the 
face of each such certxcate "Satisfied as to identity and 
responsibility of agent," giving name and address of 

bCeqF$tr. $!person thus certifying. Certificates so verified may be 
l hhO'd l u g  accepted by all other persons, firms, or organizations to agents. 

whom presented, without question as to authority of 
such agent. If the person, firm, or organization first 
receiving such certificate is not satisfied as to the agent's 
identity and responsibility, then, in that event, the agent 
shall furnish evidence of his authority to so act, which 
will be retained by the person, firm, or organization 
receiving it, and the certificate of ownership shall be 
indorsed as above provided. 

T ~ X  to be de- Art. 44. Whenever interest coupons, accompanied by 
ducted b e f o r e  
paymentofinter-a certificate of an individual who is a citizen or resident 
eat. 

of the United States, are presented to a debtor or its 
withholding agent for payment, or whenever interest b 
payable to such individual on a bond registered as to both 
principal and interest, the debtor or its withholding agents 
shall deduct and withhold the amount of the normal tax, 
except to the extent that exemption is claimed in the 
certificate of ownership (Form 1000). 

Where the interest to be paid is registered, the same 
form of certscate shall be used where exemptions are 
claimed, and it shall be a e d  with the debtor a t  least five 
days before the due date of such interest. 

Tax on interest Art. 45. If the owners of the bonds are corporations, 
payable to cer- 
taincor~orations,joint-stock companies, associations, or insurance com- 
etc., not to be de- 
ducted. panies organized in the United States, no matter how 

created or organized, or organizations, associations, 
fraternities, etc., which are either taxable or exempt 
from taxation as provided in paragraph G, subdivision (a) 
of the act, the debtor is not required to withhold or de- 
duct the tax upon income derived from interest on such 
bonds, provided coupons or orders for interest from such 
bonds shall be accompanied by a certscate of the owners 
thereof certifying to such ownership, which certificates 
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shall be filed with the debtor when such coupons or inter- 
est orders are presented for payment. 

Such certiiicate will be made on Form 1001, and must,,","~f,","~~,,,"f 
be signed in the name of the organization (stating its;$Eing exemp 

place of business) by the persident, secretary, or some 
other principal officer of the said corporation or organi- 
zation duly authorized to sign same, and must be prop- 
erly dated. 

Art. 46. Coupons, or orders for registered intere~t,,,ce,';%i"?~,"t' 
payable in the United States, representing the interest a"m. 

on bonds owned by nonresident aliens, must be accom- 
panied by the prescribed certificate (Form 1004), but 
this certificate may be signed either by the owner or, in 
behalf of the owner, by a reputable bank or bankers 01 
other responsible collecting agency, certifying to the 
ownership of the bonds and giving the name and 
address of the bona fide nonresident and alien owners, 
and when such certificate is thus attached the normal . 
tax of 1 per cent on such coupons or interest orders need 
not be withheld at  the source by the debtor or collecting 
agency. Unless such proof of foreign ownership is fur- 
nished, the normal tax of l per cent should be deducted. 

Foreign organizations engaged in business within the 
United States are subject to the normal tax of 1 per cent 
per annum upon the amount of net income accruing from 
business transacted and capital invested within the 
United States; but said organizations shall be exempt 
from having any part of their income withheld by a 
debtor or withholding agent, and claim for such exemp- 
tion will be made on Form 1018. 

Art. 47. Inasmuch as individual members of a part-,,~$\"y'~,"r;,!~ 
nership are liable for income tax upon their respective;~f;;;~;~+fY~: 
interest in the net earnings of such partnership, the part- ual in partner- 

ship profits, etc. 
nership may file wi-th the withholding agent a notice 
signed in the name of the partnership, by a member 
thereof, claiming a deduction of a specific amount on 
account of the legitimate expense incurred in conducting 
the business of said partnership; and upon receipt of 
said notice said withholding agent shall not withhold, 
and shall not be held liable for, the normal tax on the 
amount of income equal to the amount of deduction 
claimed in said notice; but in no event shall the total of 
the amounts claimed, as provided herein, be in excess of 
the total amount of the actual legitimate annual expenses 
incurred by said partnership in the conduct of its busi- 
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ness. Application for such deduction &hell be made on 
Form 1011. 

Foreign part- Art. 48. Foreign partnerships or firms, all the members 
norshi s, eerti6- 
2g[~z;T~;of which are both citizens, or subjects, and reeidents of a 

foreign country, which are the owners of bonds and mortc 
gages or deeds of trust or other similar obligations, in- 
cluding equipment trust agreements, receivers' certs- 
cates, and stocks of corporations, joint-stock companies 
or associations and insurance companies, organized or 
doing business in the United States, may file with the 
debtor or withholding agent, with their coupons or orders 
for registered interest, or orders for other income derived 
from property or investments in the United States, a 
certificate and notice of ownership (Form 1016) setting 
forth the above facts.; and the debtor or withholding 
agent shall not withhold any part of said income. 

Foreign part- Art. 49. Where a foreign partnership or f i m  is composed 
n e r s h i p  corn- ZSCI O;~$~;;;O~ both nonresident foreigners and citizens of the United 
y:tef;f;gs. oi States, or foreigners residing in the United States or its 

possessions, the certscate of ownership shall show this 
fact, and the name and legal address of each member of 
said partnership who is a citizen of the United States, 
or who is a foreigner residing in the United States or its 
possessions, shall be given on the back of said certificate, 
and no part of said income shall be withheld. The said 
certificate and notice of ownership in either case above 
provided shall be on Form 1014. 

Art. 50. Withholding agents are required to f2e in turn. 
duplicate a monthly list return (Form 1012) giving a 
list of all coupon or interest payments made on which 
the normal tax of 1 per cent was deducted and 
withheld from interest payments made upon bonds or 
other similar obligations, and shall show the name and 
address in full of the owners of the bonds, amount of the 
income, amount of exemption claimed, amount of in- 
come on which withholding agent is liable for tax, and 
the amount of tax withheld. 

Forms 1012a, 1012b, and 1012c a.re to be used where 
Form 1012 does not afford sufficient space in which to 
enter all items. 

,i,2,"Eyy ',lisyi Form 1012d, when necessary to be used, shall be made 
maybeused. in duplicate and shall be a summary of the monthly list 

return, Form 1012, as made in detail by the withholding 
agent, and the said summary and lists thereto attached 
when properly filled in and the summary signed and 
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sworn to shall constitute the complete monthly list re- 
turn of the withholding agent making same as fully as 
if each list attached to the summary was signed and sworn 
to separately. 

An annual list return (Form 1013) in duplicate is also 
required to be made by debtors or withholding agents of 
the normal tax of 1 per cent withheld from interest pay- 
ments made upon bonds or other similar obligations, and 
it shall be filed on or before March 1 of each calendar 
year. 

Art. 51. The monthly list return in the form as r e - c o ~ ~ $ ~ ~ t ~  
quired herein shall constitute a part of the annual list;;~.-uaFlht 
return to be made by debt,ors or withholding agents, and 
the debtor or withholding agent will not be required, in 
making an annual list return of the tax withheld from 
income derived from interest upon bonds and mortgages 
or deeds of trust, or other similar obligations of corpora- 
tions, joint-stock companies, or associations and insurance 
companies, to again make an itemized list of the amount 
of tax withheld from each person, but will give in the 
annual list return the totals of the mon.thly list return 
for each month of the year for which annual list return 
is made. 

All substitute certificates of collecting agents, author- 
ized by regulations, that are received by debtors or 
withholding agents will be considered the same as 
certificates of owners, and in entering same in making 
monthly list returns debtors or withholding agents will 
enter the name and address of the collecting agent and 
the number of the substitute certificate issued in lieu of 
the original certificate containing the name and address 
of the owner of the bonds. Until the further ruling on this 
subject'by this department no list return is required to 
be made of certificates of ownership accompanying cou- 
pons or registered interest orders filed with a debtor or 
withholding agent when the owners of the bonds are not 
subject to having the normal tax withheld at the source, but 
all such certificates of ownership shall be forwarded by b,"~gg;wd ;; 
the debtor or withholding agent to the collector of collector. 
internal revenue for the district, on or before the 20th 
day of the month succeeding that in which said certificates 
of ownership were received. 

24785O-14----4 
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Income derived from interest upon bonds, mortgages, etc., 
paid by first bank or collecting agency when certificates of 
owners are not filed. 

Interet cou- Art. 52. Where the coupons or interest orders are not 
pons or orders 
;;tg;g?,pt",n'ed accompanied by certificates as heretofore prescribed, the 

first bank, trust company, banking firm, or individual, or 
collecting agency receiving the coupons or interest orders 
for collection, or otherwise, shall deduct and withhold the 
tax and shall attach to such coupons or interest orders its 
own certificate (Form 1002), giving the name and address 
of the owner of, or the person presenting such coupons or 
interest orders if the owner is not known, with a descrip- 
tion of the coupons or interest orders; also setting forth 
the fact that they are withholding the tax upon them; 
whereupon the debtor shall not again withhold the tax 
on said coupons or interest orders, but in lieu thereof 
shall deliver to the Collector of Internal Revenue the 
certificate of such bank, trust company, etc., which is 
withholding such tax money. 

Identity ofper- Any corporation, collecting agency, or person first 
sons resenting 
interest cou omreceiving from the owner any interest coupons or orders 
to be estrtbllsged. 

for the collection of registered interest should require the 
persons tendering such coupons or orders for registered 
interest to satisfactorily establish their identity. 

Art. 53. Withholding agents receiving coupons or 
an;;;;hlpist a;: interest orders not accompanied by certificates of owners 
turns. are required to file monthly and annual list returns in 

duplicate. 
The required monthly list return (Form 1044) shall 

give a list of all coupon or interest payments made on 
which the normal tax of 1 per cent was deducted and 
withheld and shall show the name and address in full of 
the owner of, or the person presenting such coupons or 
interest orders, if the owner is not known, amount of the 
income subject to tax and the amount of tax withheld. 

An annual list return (Form1044a) is also required 
to be made by such withholding agents, showing the 
amount of tax withheld during the preceding year on in- 
come of this character. This return must be filed on or 
before the 1st day of March of each calendar year. 

The monthly list returns in the form as required herein 
shall constitute a part of the annual list return to be made, 
and the withholding agent will not be required, in making 



INCOME TAX REGULATIONS. 5 1 

an annual Est return of the tax thus withheld, to again 
make an itemized list of the amount of tax withheld from 
each person, but will give in the annual list return the 
totals of the monthly list returns for the year for which 
annual list return is made. 

C. 

Income derived from coupons, checks or bills of exchange on 
foreign bonds, mortgages, dividends, etc. 

Art. 54. All persons, firms, or corporations under- Collection of 
coupons checks 

taking for accomiodation or profit (this includes hand- of dxchangc: 

ling either by way of purchase or collection) the collec- 
tion af coupons, checks, bills of exchange, etc., for or in 
payment of interest upon bonds issued in foreign coun- 
tries, and upon foreign mortgages or like obligations, and 
for any dividends upon stock or interest upon obligations - 
of foreign corporations, associations, or insurance c o m - o g ~ r  t;r& 

panies engaged in business in foreign countries, are re- Commissioner  
of Internal Rev- 

quired by law to obtain a license from the Commissioner enue. 

of Internal Revenue. 
Art. 55. Applications for such license (Form 1017) willli~;p,lica~ ;; 

be made to the collector for the district in which ;gt;;po- 
business is to be carried on. Upon the acceptance of such 
application the collector will issue to the applicant with- 
out cost a license (Form 1010) which will continue in 
force until revoked or canceled. Blank forms of such 
license, bearing the fac simile signature of the Commis- 
sioner of Internal Revenue, will be furnished collectors 
on requisition, who will in all cases countersign the same 
before issuing it to applicant. Failure to obtain a license 
or to comply with regulations is punishable by a fine not Penalty for 

failure to obtain 
exceeding $5,000 or imprisonment not exceeding one year, license. 
or both, in the discretion of the court. 

Art. 56. Where the collector is not sufficiently in- 
formed as to the entire responsibility of the applicant, or "?;l"yc;; 
where in any case he deems it advisable, the Commissioner tab caes. 
of Internal Revenue may upon the recommendation of the 
collector require of the applicant a bond, in duplicate, 
with satisfactory sureties, in a penal sum at least equal to 
the estimated amount of tax to be withheld by such appli- 
cant during any one year. A form of bond to be given 
in such cases will be furnished collectors on application 
for the same. Where licenses are issued without bond, 
the collector will each year inquire into and satisfy him- 
self of the financial responsibility of the licensee. 
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Art. 57. When any person, firm, or corporation shall 

o&Pgi ghave  branch offices and desire to collect foreign interest 
branch 05wa. or dividend income through said branch offices, the ap- 

plication for license or licenses shall be made by the per- 
son, firm, or corporation through its principal office for 
its branch office or offices. Application for licenses in 

Application forsuch cases shall be made to the collector of internal 
license to be cer- 
tiiedd;sptefrevenue for the district in which the home office is 
which branchlocated. The names and addresses of the branch offices 
ofices arelocated. 

shall be furnished to the collector in the application of 
the said principal, and if the requirements of the fore- 
going regulations have been complied with to the satis- 
faction of the collector, he shall certify this fact to the 
collector of internal revenue for the district in which 
the branch office is located, and the collector to whom 
this certification is made shall issue to such branch office 
a license, as in the case provided in article 55. 

Normal tax On Art. 58. The licensed person, firm, or corporation first interest collected 
$,","Fthheldbyreceiving any such foreign items for collection or other- 

wise, shall withhold therefrom the normal tax of 1 per 
cent, and will be held responsible therefor. Such licensee 
shall indorse or stamp on each such coupon, check, or 

statement as to bill of exchange, when practicable, the words Income 
tax withheld to  tax withheld by7' (giving his or their name, address, and 
pons, checks, eta. date), which shall be sufficient evidence to relieve subse- ' ,  

quent holders or purchasers from the duty of also with- 
holding the income tax. 

If the size or nature of such coupons, checks, etc., 
makes it impracticable to make said indorsement thereon, 
a statement identifying the item on which tax is with- 
held and bearing said indorsement may be attached 
thereto with the same effect as if the indorsement was 
made directly thereon. 

Licenseeto fur- Art, 59. Such licensee shall obtain the names and nish collector of 
; ~~&" ,S~~" , \~~~addres ses  of the persons from whom such items are re- 
ed, etc. ceived and shall prepare a list of same in duplicate (on 

Form 1043) and iile it with the collector of internal 
revenue for his district not later than the 20th day of 
the month next succeeding the month in which such 
items were paid. The list shall be dated, and s h d  
contain the names and addresses of the taxable persons, 
the character and amount of income, alnount of exemp- 
tion claimed, amount of income on which withholding 
agent is liable for tax, and the amount of tax withheld. 
In  addition to the monthly lists the licensee will, on or 
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before the 1st day of March in each year, file with the 
collector in duplicate a return (Form 1043a), showing 
the amount of income paid and the amount of tax with- 
held by him during the preceding year and such other 
information as the form prescribes. 

The monthly list return in the form as required herein 
shall constitute a part of the annual list return to be made 
by the licensee as withholding agent, and he will not be 
required, in making an annual list return of the tax with- 
held from income described in article 54, to again make 
an itemized list of the amount of tax withheld from each 
person, but will give in the annual list return the totals 
of the monthly list return for each month of the year for 
which annual list return is made. 

Art. 60. In  the event such coupons, checks, or bills of ,,";% 'OLg; 
exchange above mentioned are presented for collection Ez,?h -7 
by an individual claiming the benefit of the exemptions 
allowable under paragraph C (arts. 9 and lo) ,  such indi- 
vidual shall be permitted to avail himself of the exemption 
claimed, upon signing on the form heretofore prescribed 
for coupons payable in the United States, and no tax shall 
be deducted for the amount of the exemption so claimed; 
or if such items are presented by corporations, joint-stock 

exempt from hav- companies, or associations and insurance companies, or-. mg tax withheld 
ganized in the United States, the form of certificate here-atthes-~. 
tofore prescribed for such organizations shall be used, and 
in such instances no tax shall be deducted. 

Art. 61. In  both instances the licensee fist receiving certificates oi 
exemption to be 

such items shall retain such certificates for delivery with i orwarded with 
monthly list re- 

the lists aforesaid, and with respect to said coupons, turns to couector. 

checks, or bills of exchange, said licensee shall attach 
thereto (identifying the items) or indorse or stamp 
thereon the words "Income tax exemption claimed 
through" (giving name and address of licensee), which 
shall be sufficient evidence to relieve subsequent holders 
or purchasers from the duty of also withholding the tax 
thereon. 

The provisions for collection of the tax on foreign obli- 
gations herein set forlh includes the interest upon all for- 
eign bonds, even though the coupons may, at the option 
of the holder, be payable in the United States as well as 
in some foreign country. 

Art. 62. All persons licensed shall keep their records in kE;;;;;ge to 

such manner as to show from whom every such item has 
been received, and such records shall be open at all times 
to the inspection of internal-revenue officers. 
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Income derived from wages, rent, interest, or other fixed and 
determinable gains, profits, and income. 

Wages, salaries, 
rents, etc. Art. 63. The above title includes all income derived 

from salaries, wages, rents, royalties, interest, taxable 
annuities, emoluments, or other iixed and determinable 
annual gains, profits, and income of another person. 
("Income derived from interest upon bonds and mort- 
gages, or deeds of trust, or other similar obligations of 
corporations, etc.," and "Income derived from coupons, 
checks, or bills of exchange on foreign bonds, mortgages, 
dividends, etc.," which have been covered by regulations 
under such titles, are not to be included here.) 

Wi thho ld ing  
agents to deduct Art. 64. Copartnerships, companies, corporations, joint- 
and pay tax. stock companies or associations, insurance companies, in 

whatever capacity acting, including lessees, mortgagors 
of real or personal property, trustees acting in any trust. 
capacity, executors, administrators, agents, receivers, 
conservators, employers and all officers and employees 
of the United States, hereinafter referred.to as "debtors " 
or withholding agents, having the control, receipt, custody, 
disposal, or payment of income as described in article 63, 
shall deduct and withhold from such annual gains, profit, 
and income, when the same shall have reached an aggre- 
gate amount in excess of $3,000, such sum as will be 
sufFicient to pay the normal tax of 1 per cent imposed by 
law, and shall pay the taxes so withheld to the collector 
of internal revenue for the district in which the said 
withholding agent resides or has his, her, or its principal 
place of business. 

Taxtobewith- Art. 65. A withholding agent who pays monthly, or held on periodical 
~ a ~ m e n b  they aggregate whenperiodically during the year, interest, rents, salaries, 
$3,000. wages, etc., shall not withhold the said tax until such 

time as the interest, rents, salaries, wages, etc., shall have 
reached an aggregate amount in excess of $3,000. When 
such amount has been reached, such agent shall withhold 
the tax on the whole $3,000 and any excess thereof, 
unless the person to whom the income is due files a notice 

Exemptionun-claiming exemption under paragraph C (as provided in 
der aragraph C 
maggeclaimed art. 33 (a) ), in which case the withholding agent with- 

hold o d y  the tax on the income in excess of said exemp- 
tion of $3,000 or $4,000 (as the case may be), and the tax 
SO withheld shall be paid as required by law. 
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Art. 66. In  case the person to whom the income is due , ~ p d ~ ~ ~ p " ~ ~  
is entitled to any deductions under paragraph B, he may may be 

avail himself of such deductions by filing with the with- 
holding agent Form 1008, as provided in article 33(b), in 
which case the withholding agent will only withhold the 
tax on such income in excess of the deductions claimed 
on said form. 

Art. 67. Banks, bankers, trust companies, and other w ~ ~ ' , a x h ~ ~ 4  ,"o t; 
banking institutions receiving deposits of money, are not banks on interest 

paid on deposits. 
required to withhold at the source the normal income tax 
of 1 per cent on interest paid, or accrued, or accruing to 
depositors, whether on open accounts or on certificates 
of deposit ; but all such interest, whether paid or accrued 
and unpaid, must be included in the annual income 
return of the person entitled to receive such interest, 
whether on open account or on the certificate of deposit. 

Art. 68. When a note shall have been given in payment h eld Tax on to payment be with- 
of interest notes of interest, rents, or other income accruing after March notes given io; 

1,1913, the maker of the note, as the "debtor" and as therent. 
( L  source" where the income originates, is required, in 

paying such note, to withhold the normal tax of 1 per 
cent on the entire amount of the note, if in excess of 
$3,000, unless claim for exemption or deductions under 
article 33(a) or 33(b) is fled, in which case the sald tax 
shall be withheld only on the amount of said note in 
excess of the exemption or deductions so claimed. 

If any person who has purchased or discounted any,t',",$l;Fw 
such notes omitted, in acquiring them from previous to not which been tax with- has 

holder, to make a deduction or allowance for said tax, beheld. 
can look for relief only to the person from whom the notes 
were obtained, as the " debtor," the maker of said notes, 
is required to deduct, withhold, and pay to the collector 
of internal revenue the amount of the normal tax of 1 per 
cent which may be due thereon. 

Art. 69. Withholding agents shall make an annual list A nnual list re- 
turn by w i t h -  

return (Form 1042), in duplicate, to the collector of in- holding agsnts. 

ternal revenue for the district in which the withholding 
agent resides or has his principal place of business on 
or before the 1st day of March in each year, showing 
the names and addresses of persons who have rsceived 
incomes in excess of $3,000, oh which the normal tax 
of 1 per cent has been deducted and withheld during 
the preceding year. This return must be accompanied 
by all forms presented claiming exemptions and deduc- 
tions. 
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Guardians etc., 
a s  , i d u c j a r y  Art. 70. Guardians, trustees, executors, administrators, 
agentq, to deduct 
tax. agents, receivers, conservators, and all persons, corpora- 

tions, or associations acting in any fiduciary capacity 
hereinafter referred to as fiduciary agents, who hold in 
trust an estate of another person or persons, shall be des- 
ignated the "source" for the purpose of collecting the in- 

Notice of de-come tax, and by filing notice with other debtors or with- 
duction to be filed 
;;;;$=p:,;;:h-holding agents said fiduciary shall be exempt from having 

any income, due to them as such, withheld for any income 
tax by any other debtor or withholding agent. Other 
debtors or withholding agents upon receipt of such notice 
shall not withhold any part of such income from said fidr- 
ciary and will not in such case be held liable for normal 
tax of 1 per cent due thereon. The form of notice to be 
filed with the debtor or withholding agent by fiduciary 
will be on Form 1015. Where such exemption is 'not 
claimed, notice thereof on Form 1019 should be fled 
with the wit'hholding agent. 

Annual return Art. 71. Fiduciaries shall, on or before March 1 of each to  be made to the 
collector district. of theyear, make and render a return of the income coming into 

their custody or control and management from each trust 
or estate when the annual interest of any beneficiary in 
said trust or estate is in excess of $3,000. This return 
(Form 10411 must be filed with the collector for the 
dist~ict in which the fiduciary resides or has his principal 
place of business, and shall contain an itemized statement 
of fhe gross income and deductions claimed. 

Notice of failure to file return as required shall be 
served upon the fiduciary. (See art. 18.) 

The entries on the first page of Form 1041 in column 
headed "Amount  of^ income paid or accrued to bene- 
ficiaries" should not include t'heir respective shares cf in- 
come derived from dividends on the stock or from t,he 
net earnings of corporations, joint-stock companies, etc., 
subject to like tax or the income on which the normal 
tax of 1 per cent has been deducted and withheld at  the 
source by the debtor or the prior withholding agent, as 
these two items of incdme are tlreated as cdeductions in 
determining the amount of income subject to tax for 
which the fiduciary as withholding agent has to account. 
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When the share of any beneficiary, therefore, in the 
amount stated on line 3 of the first page of said return is 
in excess of $3,000, return must be made. 

Art. 72. & each such fiduciary acts solely in behalf of ,,"d","~,,~ .g: 
the beneficiaries of the trust, the annual return r e q ~ i r e d ~ , " , " , " ~ ~ ~ ~ ~ ~ $  
in such cases has reference only to the income a c c r u i n g $ $ ~ ~ ~ ~ ~ ~ ; :  
and payable through said fiduciary, and not to theClarY. 
income of the beneficiary derived from other sources. If, 
however, such fiduciary is legally authorized to act for 
such beneficiary as agent or attorney in fact, he may in 
such case also make for the beneficiary the personal annual 
return (Form 1040) required by law. 

Art. 73. The annual return of the fiduciary shall con- ~ $ 2  
tain a list of the name and full address of each beneficiary :;;;f:;'p&rj;: 
and the share of said income to which each may be enti-:,"?Id from 

tled. There must also be entered opposite the name of 
each beneficiary the amount of exemption, if any, 
claimed by him, the amount of income on which the 
fiduciary is liable for tax, and the amount of tax with- 
held, and the said return shall be signed and sworn to by 
the fiduciary, if an individual, making same, and his full 
address must be stated. If the fiduciary is an organiza- 
tion, the return shall be signed and sworn to by the 
president, secretary, or treasurer of said organizatim. 

Art. 74. Fiduciaries having control of any portion of an ,,"$,"yf kdb2 
annual income accruing during the year, but not dis- tributed accruing income during 

tributed or paid to the beneficiaries during the year, shall, theyem' 

in rendering their annual return (Form 1041), give the 
name and address of each of said beneficiaries having a 
distributive interest in said income, and shall furnish all 
information called for in such returns. The fiduciary 
shall in all such cases withhold and pay to the collector, 
as provided by law, the normal tax of 1 per cent upon 
the distributive interest of each of said beneficiaries when 
in excess of $3,000, the same as if said income was 
actually distributed and paid. Exemption under para- 
graph C ,  however, may be claimed by the beneficiary :; ;;; 
his legal representative by filing his claim for exemption  tee", , f ;: 
with the fiduciary agent. graph C. 

Art. 75. When the normal tax on undivided annual net o ~ g d i $ ~ " , ~ ~  
income has been so withheld, such tax shall not be again::; n$i&$; 

withheld when such portion of the income is actually dis- &t";b$,"d"t"" 

tributed and paid to said beneficiary. 
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PART 3. 

RELATING TO T H E  I N C O D  T A X  IMPOSED B Y  SECTIONS 2 AND 
4 O F  T H E  ACT O F  OCTOBER 3, 1913, ON: CORPORATIONS, JOINT- 
STOCK COMPANIES O R  ASSOCIATIONS, A N D  I N S U R A N C E  COX- 
P A N I E  S .  

Organizatiom Art. 76. Under the provisions of sections 2 and 4 of subject to tax. 
the act of October 3, 1913, every corporation, joint-stock 
company or association, and every insurance company 
organized in the United States, no matter how created or 
organized, except those specifically exempted, shall be 

One percent on subject to pay annually an income tax of 1 per centum per entire net income. 
annum upon the entire net income arising or accruing from 
all sources during the preceding calendar or fiscal year, 
as the case may be. Certain exceptions as to taxability 
will be noted speciiically hereinafter. 

Foreign cor- 
porations Art. 77. A similar tax shall be levied, assessed against, 
to the tax. and paid annually by corporations, joint-stock companies 

or associations, and insurance companies organized, 
authorized, or existing under the laws of any foreign 
country upon the amount of net income accruing from 
business transacted and capital invested within the United 
States during such year.. 

Car orations Art. 78. "Corporation" or "corporations, " as used in de6uez 
these regulations, shall be construed to include all cor- 
porations, joint-stock companies or associations, and all 
insurance companies coming within the terms of the law, 
and such organizations will hereinafter be referred to as 
L C  corporations. " 

 re^^&,^^$^ Art. '79. It is immaterial how such corporations are 
;&; subject tdcreated or organized. The terms "joint-stock com- 

panies" or " associations" shall include associates, real 
estate trusts, or by whatever name known, which carry 
on or do business in an organized capacity, whether organ- 
ized under and pursuant to State laws, trust agreements, 
declarations of trusts, or otherwise, the net income of 
which, if any, is distributed, or distributable, among the 
members or share owners on the basis of the capital stock 
which each holds, or, where there is no capital stock, on 
the basis of the proportionate share of capital which each 
has invested in the business or property of the organiza- 
tion, all of which joint-stock companies or associations 
shall, in their organized capacity, be subject to the tax 
imposed by this act. 

Art. 80. Every corporation not spec5cally enumerated 
required to make 
returns. as exempt shall make the return of annual net income 
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required by law whether or not it may have any income 
liable to tax, or whether or not it shall be subordinate to 
or controlled by another corporation. Mutual telephone pz,"p~n, ",: 
companies, mutual insurance companies, and like organi- z$p,ky;g 
zations, although local in character, ' and whose income exempt. 

consists largely from assessments, dues, and fees paid 
by members, do not come within the class of corporations 
specifically enumerated as exempt. Their status under 
the law is not dependent upon whether they are or are 
not organized for profit. Not coming within the statu- 
tory exemption, all organizations of this character will 
be required to make returns of annual net income, and 
pay any income tax thereby shown to be due. For this 
purpose the surplus of receipts of the year over expenses 
will constitute' the net income upon which the tax will 
be assessed. 

A railroad or other corporation which has leased its 
properties in consideration of a rental equivalent to a 
certain rate of dividends on its outstanding capital stock 
and the interest on the bonded indebtedness, and such 
rental is paid by the lessee directly to the stock and bond 
holders, should, nevertheless, make a return of annual 
net income showing the rental so paid as having been 
received by the corporation. 

Art. 81. A railroad company operating leased or p ~ r - , ~ ~ ~ ~ ~ , ~ ~ ! ~ , " :  
chased lines shall include all receipts derived therefrom, :&% 
and, if bonded indebtedness of such lines has been 
sumed, such operating company may deduct the interest 
paid thereon to an amount not exceeding one-half of the 
sum of its interest-bearing indebtedness and its paid-up 
capital stock outstanding a t  the close of the year. 

Art. 82. Corporations operating leased lines should not t i 0 ~ $ ~ 6 ~ ~ :  
include the capital stock of the lessor corporations in;&!;orin;~f~~;! 
their own staStement of capital stock outstanding at the ness porations. of lessor COI- 

close of the year. The indebtedness of such lessor cor- 
porations should not be included in the statement of the 
indebtedness of the lessee unless the lessee has assumed 
the same. Each leased or subsidiary company will make 
its own separate return, accounting for therein all income 
which it may have received by way of dividends, rentals, 
interest, or from any other source. 

Art. 83. A foreign corporation having several branch,$;?ig"h,",";S 
offices in the United States should designate one of such branch OECW in United States to 
branches as its principal office and should also designate designate cipal office. prin- 

the proper officers to make the required return. 
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Art. 84. -1 corporation organized during the year 
year turns. to make re-should render a sworn return on the prescribed form, 

covering that portion of the year (calendar or kca l )  dur- 
ing which i t  was engaged in business or had an income 
accruing to it. 

Art. 85. Corporations going into liquidation during any 
dation. tax period may, at  the time of such liquidation, prepare 

a "final return" covering the income received or accrued 
to them during the fractional part of the year during 
which they were engaged in business, and immediately 
file the same with the collector of the district in which 
the c,orporations have their principal places of business. 

Limited part- Art. 86. Limited partnerships are held to be corpo- nerships. 
rations within the meaning of this act and these regula- 
tions, and in their organized capacity are subject to the 
income tax as corporations. 

; Art. 87. The act specifically enumerates and exempts 
from its provisions and requirements labor, agricultural, 
or horticultural organizations, mutual sariTlgs banks not 
having a capital stock represented by shares, fraternal 
beneficiary societies, orders, or associations operating 
under the lodge system, or for the exclusive benefit of 
the members of a fraternity itself operating under the 
lodge system, and providing for the p a p e n t  of life, sick, 
accident, and other benefits to the members of such soci- 
eties, orders, or associations, and dependents of such mem- 
bers, domestic building and loan associations, cemetery 
companies organized and operahed exclusively for the 
mutual benefit of their members, any and all corpora- 
tions or associations organized and operated exclusively 
for religious, cha.ritable, scientific, or educational pur- 
poses, no part of whose net income inures to the benefit 
of any private stockholder or individual, business leagues, 
chambers of commerce, or boards of trade not organized 
for profit, no part of the net income of which inures to the 
benefit of the pri-i-ate stockholder or individual, and civic 
leagues or similar organizations not. organized for profit, 
but operated esclusively for the promot.ion of social 
welfare. 

Domesticbuild- Domestic' building and loan associations are among ing and loan asso- 
~;$;;i.~~~:those enumerated as exempt from the requirements of 
tial. the lam. A domestic building and loan associatioll is held - 

to be one orgalrizecl under and pursuant to the laws of the 
L-nited Stater, or of a State or Territory thereof, or under 
the l a w  applicable to Alaska or the District of Colum- 
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bia. Mutuality in operation and in the distribution of 
profits and benefits is essential to exemption. There- 
fore, in order to come within the exempted class such 
associations must not only be "Domestic," as defined, 
but they must be organized and operated exclusively 
for the mutual benefit of the members; that is, all the 
profits and benefits provided for in the articles of asso- 
ciation and by-laws must be ratably dist,ributed among 
all members regardless of the kind of stock held, according 
to the amount of money they have on deposit. An 
association issuing different classes of stock upon which 
different rates of interest or dividends are guaranteed 
or paid, does not come within the exempted class. 

Art. 88. All corporations and all beneficiary societies m~;t'p~;;;p;; 
enumerated above shall by affidavit, or otherwise, at;","p"t;gt to ex- 

the request of the collector or Commissioner of Internal 
Revenue, establish their right to the exemption provided, 
in which case i t  will not be sufficient to merely declare 
that they are exempt, but they must show the character 
and purpose of the organization, the manner of distribut- 
ing the net income; if any, or that none of the netincome 
inures to the benefit of any pihate stockholder or indi- 
vidual. In  the absence of such a showing, such organiza- 
tions may, at  any time, be required to make returns of 
a.nnual net income or disclose their books of account to a 
revenue officer for examination in order that the status 
of the company may be determined. 

Art. 89. A society or association "operating under the cz;;;z~;~;; 
lodge system )) is considered to be one organized under a EZP~ i 0 n d e - 
charter, with properly appointed or elected officers, with 
an adopted ritual or ceremonial, holding meetings at  
stated intervals, and supported by fees, dues, or assess- 
ments. 

Art. 90. Cemetery companies organized and operated pGF1;;yg",- 
exclusively for the mutual benefit of their members are?;$%! e,": 
exempt. The provisions of the law clearly indicate that bers~exempt. 

companies which operate cemeteries for profit are liable 
to the tax. The status of cemetery associations under 
the law will, therefore, depend upon the character and 
purpose of the organization and what disposition is made 
of the income. 

Art. 91. Any corporation, concerning whose status Corporat ions  
whose s6tus.a~ to 

under the law there is any doubt, or which does not exemption IS in 
doubt must make 

clearly come within one or another of the classes of thosereturn. 
specifically enumerated as exempt, should file return 
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(in blank if desired) and attach thereto a statement setp 
ting out fully the nature and purpose of the organization, 
the source of its income, and what disposition is made of 
it, and particularly of any surplus. 

cooperat i  v e  Art. 92. Cooperative dairies not issuing stock and 
dairies not issu- 
ingstock and al-allowing patrons dividends based on butter fat in milk 
lowlug p a t r o n s  
dividends, e x  - furnished are not liable. In  such case the "dividends" 
empt. are the purchase price of the raw material furnished. 

When Art. 93. The income derived from any public utility 
from publ~c utlll- 
ties Is not tax-or from the exercise of any essential governmental func- 
able. tion, which income accrues to any State, Territory, the 

District of Columbia, or any political subdivision of a 
State, Territory, or the District of Columbia, and any 
income accruing to the government of the Philippine 
Islands, or to Porto Rico, shall not be subject to the tax 
imposed by this act. In  cases wherein any State, Ter- 
ritory, or the District of Columbia, or any political sub- 
division of a State, or Territory, shall have, prior to the 
passage of this act, contracted in good faith with any 
person or corporation to acquire, construct, operate, or 
maintain a public utility; no income tax pursuant to 
this act shall be levied Gpon the income derived from 
the operation of such public utility, so far as the assess- 
ment and payment of such tax will impose a loss or bur- 
den upon such State, Territory, District of Columbia, 

Persons or cor- or political subdivision. But the person or corporation 
porat~ons not ex- 
empt. is not, relieved from the payment of the tax upon that 

portion of the income accruing to him, or it, under such 
contract. 

g i  Art. 94. Ordinary copartnerships are not, as such, sub- 
cOrpomtiO"s. ject to the tax imposed by this act, but the individual 

members of any such partnership are liable for income 
tax oqly in their individual capacity on their respective 
shares of the earnings of such partnership, whether such 
earnings be distributed or not. 

What .consti- Art. 95. Full amount of stock, as represented by the tutes p a i d - u p  
par value of the shares issued, is to be regarded as the 
paid-up capital stock, except when suc.h stock is assess- 
able on account of deferred payments, or payable in 
installments, in which case the amount actually paid on 
such shares will constitute the actual paid-up capital 
stock of the corporation. 

Gross Art. 96. The following definitions and rules are given how determined. 
for determining the gross income of various classes of 
corporGions : 
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Gross income of banks and other financial institutions , ~ g ~ a ~ ~ ~ h ; ~  
consists of the total revenue derived from the operation %,"pis' imtitu- 

of the business, including income, gains, or profits from 
all other sources, as shown by the entries on the books of 
account, within the calendar or fiscal year for which the 
return is made. 

Art. 97. Gross income of insurance companies consists ,z;$,",zP",' 
of the total revenue derived from the o~eration of thenies. 
business, including income, gains, or profits from all other 
sources, as shown by the entries on the books of account 
within the calendar or fiscal year for which the return is 
made, except as modified by the express exemptions of 
the articles which apply to mutual fie,  mutual marine, 
and life insurance companies. 

Gross income of Art. 98. Mutual fire insurance companies, which rc- ,,a,,eimUr- 

quire their members to make premium deposits to pro- ancec0mpanie5. 

vide for losses and expenses, shall not return as gross 
income any portion of the premium deposits returned to 
their policyholders, but shall return as taxable income 
all income received by them from all other sources plus 
such portions of the premium deposits as are retained by 
t,he companies for purposes other than the payment of 
losses and expenses and reinsurance reserves. 

Art. 99. Mutual marine insurance companies may in-. uwrance Mutual compa- marine 

clude in their deductions from gross income amountsnbs. 
repaid to policyholders on account of premiums previ- 
ously paid by them and interest paid upon such amounts 
between the ascertainment thereof and the payment 
thereof, such amounts and interest having been included 
in gross income. 

Art. 100. Life insurance companies are authorized to 
omit from gross income such portion of any actual pre- 
mium received from any individual policyholder as shall 
have been paid back or credited to the policyholder or 
treated as an abatement of his premium. In so far as 

Deferred divi- '(deferred dividends" payable at  a stated period repre- dendsdeductible, 

sent (( a portion of any actual premium received," such when' 

deferred dividends may be included in the amounts to be 
omitted from gross income for the year in which they 
were actually paid back, credited to the policyholder, or 
applied as an abatement of premium. In the case of 
dividends credited or apportioned annually to the policy- 
holder, only the aggregate amount so actually credited 
or apportioned during the premium-paying period, and 
not any accretions thereto, can be excluded from gross 
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income. In the case of whole-lifc or five-year distribu- 
tion policies, deferred dividends may be excluded from 
gross income to t,he extent that they are paid back, or 
credited to the insured, or used as an abatement of his 
annual premiums. 

,,":,",","wg;f Art. 101. Gross income of insurance companies, as 
panial"Mudede&ed above, will include net premium income as what. 

reported to the State insurance departments, except the 
foregoing items specifically exempted in the act, and, in 
the case of life insurance companies, surrender values 
applied in any manner, consideration for supplementary 
contracts involving and not involving life contingencies, 
and all other income, gains, or profit as shown by the 
books of account. 

, Art. 102. Applied surrender values and consideration 
tarycOntmcts. for supplemeqtary contracts not involving life contin- 

gencies included in income will, of course, be deducted as 
payments under policy contracts, but for convenience in 
verifying the returns, these items should appear in the 
return in both gross income and deductions. 

Supplementary 
statement to ac- Art. 103. All insurance companies should include and 
company returns. 

attach to their returns a supplementary statement show- 
ing, for life companies, the aggregate of items '(of such 
portion of any actual premium received from any indi- 
vidual policyholder as shall have been paid back or cred- 
ited to such individual policyholder, or treated as an 
abatement of premium of such individual policyholder 
within such year;" in the case of mutual f i e  insurance 
companies a statement showing "any portion of the pre- 
mium deposits returned to their policyholders;" and in 
the case of mutual marine companies "amounts repaid 
to policyholders on account of premiums previously paid 
by them, and interest paid upon such amounts between 
the ascertainment thereof and the payment thereof," 
which are, or may be, omitted from gross income. (For 
authorized deductions, on account of losses, etc., see 
Arts. 113 and 147.) 

Grossincomeof Art. 104. Gross income of manufacturing companies manufactur ing 
cOmpania. shall consist of the total sales of manufactured goods 

during the year covered by the return, increased or de- 
creased by the gain or loss as shown by the inventories 
of finished and unfinished products, raw material, etc., 
at the beginning and end of the year. To this amount 
should be added the income, gains, or profits from all 
other sources as shown by the books of account. 
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Art 105. Gross income of mercantile companies s h a l l W ~ g t ~ ~ y $  
include the total merchandise sales during the year, in-"How. . 
creased or decreased by the gain or lossy as s<o- by 
the inventories of merchandise at  the beginning and end 
of the year for which the return is made; to this amount 
should be added the income, gains, or profits derived 
from all other sources as shown by the books of account. 

Art. 106. Gross income of miscellaneous corporations m ~ O ~ l ~ , " ~ , " ~  
consists .of the total revenue derived from the o p e r a t i ~ n ~ ~ ~ * ~ ~ ' * .  
and management of the business and property of the 
corporation making the return, together with all amounts 
of income, including the income, gains, or profits from all 
other sources as shown by the books of account. 

Art. 107. I t  will be noted from these deihitions that D e e n i t i o n o f  
grm mcome. 

the gross income embraces not only the operating 
revenues, but also income, gains, or profits from all 
other sources, such as ~entals, royalties, interest, and 
dividends from stock owned in other corporations, and 
appreciation in values of assets, if taken up on the books 
of account as gain; also profits made from the sale of 
assets, investments, etc. 

Art. 108. For the purpose of determining the income,,Jn,C~~~~~E;,$ 
resulting from the sale of capital assets and the amount talassets- 

to be accounted for as income under this act, there shall 
be included any and all profit resulting from such sale 
and which may be apportioned to the period during 
which the corporation tax law (sec. 38, act of Aug. 5, 
1909) was in force and effect, which was not returned as 
income during that period. 

Art. 109. In  ascertaining net income derived from the,$g;f&en&!i 
sale of capital asset,s, if such assets were acquired s u b - ~ & ~ ~ f c a p i t ~  
sequent to January 1, 1909, the difference between the 
selling price and the buying price shall covstitute an 
item to be added to or subtracted from gross income ac- 
cqrding to whether the selling price was greater or less 
than the buying price. If the capital assets were ac- 
quired prior to January 1, 1909, the amount of profit or 
loss representing the difference between the selling and 
buying price is to be prorated to determine the propor- 
tion of the gain or loss arising subsequent to January 1, 
1909, and the proportionate part belonging to the years 
subsequent to January 1, 1909, shall be added to or de- 
ducted from the gross income for the year in whicll the 
sale was made. 

24785'-14-5 
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lu;&fit,;; ;?; Art. 110. For the purpose of determining the profit or 
aaleoIsucha=ets.lO~~ arising from the sale of such assets, there shall be 

added to the price actually realized from the sale any 
amount which has heret,ofore been set aside and de- 
ducted from gross income by way of depreciation since 
January 1, 1909, which lins not been paid out in making 
good such depreciation on the property sold. 

, , ~ ~ ; ; ; ~ o g r ~  Art. 111. 111 the case of changes in book values of 
~ e t s .  capital assets resulting from a reappraisal of property, 

the consequent gains or losses shall be computed for tlie 
return in the manner prescribed above in the case of t'he 
salc of czpital assets 

Result of an- In cases wherain there is an m n ~ a l  adjustment of nual adjustment 
of values to bchooli valu?s of secuiities, real estate and like assets, 
shown in roturn. 

and the iixreases and decreases in values, thus indi- 
cated, are taken up on the books and reflectad in the 
profit and loss account, such readjusted values will be 
taken. into account in making the return of annual net 
income and no prorating will be required. If such 
adjustment had been made annually prior to March 1, 
1913, the book value of tlhe a3s?t8s at that date will be 
taken as the basis for det,ermining gain or loss ras~lt~ing 
from subsequent sale, maturity, or adjustment. The 
adjusiment referred to will comprehend assets which 
have increased in value as well as those which have de- 
creased. 

 ereco corpora- Art. 112. Where a corporation is engaged i11 carrying tions are engaged 
in t h e  on inore than one class of business, gross income derived class of busmess. 

from the different classes of business shall be mcertainecl 
according to the dehitions above, and which are appli- 
cable thereto. 

Net i n c o m e ,  
h o ~ v  ascertaiced. Art. 113. The net income shall be ascertained by de- 

ducting from the gross amount of the income of such 
corporation received within the year from all sources: 

Ordinary and 
necessary expen- First. the ordinary and necessary expenses paid 
ses. within the year in the maintenance and operat,ion of 

its business and properties, including rentals or other 
payments required to be made as a condition to the con- 
tinued use or possession of property. 

Loss sustained 
within the yeor. Second. All losses actually sustainod within the year 

and not compensated by insurance or otherwise, includ- 
ing a reasonable allowance for depreciat<ion by use, wear 
and tear of property, if any, and in the case sf mllles, a 
reasonable allowance for depletion of ores and all natural 
deposits, not to escectl 5 per celltun1 of the gross value 
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a t  tho mine of the output for t'he year for which the com- 
putat'ion is made; ancl in the case of insurance compa~lies, 
thc not addition, if any, required by law to be made 
within the year to reserve funds, and the sums other t,han 
dividends paid within the year on policy and allnuity 
coptracts, except as provided in the cases of mutual fire, 
mutual marine, and life insurance companies. 

Third. The amount of interest accrued ancl paicl ~ i t h i n , , ~ ~ ~ ~ ~ ~ ~  ,Ed 
the year on its indebtedness to an amount of such indebt- 
edness not exceeding one-half of the sum ol its interest- 
bearing indebtedness and it3 paid-up capital stock out- 
standing a t  the close of bhe year, or if no c,apital stock, on 
tho amount of its indebtedness not exceeding the amount 
of capital employed in the business a t  the close of tho 
year: Provided, '&at in case of indebtedness wholly se-d;;:s;2~ z: 
cured by collateral the subject of sale in ordinary businesscured by collat- 

eral. 
of such corporation, joint-stock company, or association, 
the total interest secured and paid by such company, cor- 
poration, or association within the year on any such in- 
debtedness may be deducted as a part of its expense of 
doing business-: Provided further, That in the -case of T ~ X  paid on 

guaranteed bonds 
bonds or other indebtedness, which have been issued withnot deduct&% 

a guaranty that the interest' payable thereon shall be free 
from taxation, no deduction for the payment of the tax 
herein imposed shall be allowed; and in the case of a bank, 
banlring association, loan, or trust company, interest 
paid within the year on deposits or on moneys received 
for investment and secured by interest-bearing certiii- 
catcs of indebtedness issued by such bank, banking asso- 
ciation, loan, or trust company. - " 

F O U ; ~ ~ .  All sums paid within tllc year for taxes im-w~;~he;;~,d 
posed under the authority of the United States, or an7 
state or Territory .thereof, or imposed by thc government 
of any foreign country. 

Art. 114. Expenses of operation and maintenance shall ,E:l - 
include all expenditures for material, labor, fuel, and other 
items entering into the cost of the goods sold or inven- 
toried at the end of the year, and all other expenses 
incurred in the operation of. the business except such as 
are required by the act to be segregated in the return. 

Art. 115. The cost of erecting permanent buildings. Cost of build- 
rngs on lemed 

on ground leased by a company is a proper deduction as gOunds. 

a rental charge, pmvided such buildings are left on the 
groui~d at the expiration of the lease as a part of the 
rental payment. I11 such case the cost will be prorated 



INCOME TAX REGULATIONS. 

according to the number of years constituting the term 
of the lease and the annual deduction will be made 
accordingly. 

~xpensc,  for- Art. 116. General expenses, such as coal, ship stores, 
eign steamsblp 
compmles. (tic., of foreign steamship companies, shall be prorated as 

provided in the act for interest deductions in the case of 
foreign corporations. 

commissions to Art. 117. Commissions allowed salesmen, paid in stock, salesmen yald m 
stock. may bc deducted as expense if so charged on books at the 

actual value of such stock. 
Additions and Art. 118. Amounts expended in additions and better- 

bettermenu. 
ments \vhich constitute an increase in capital investment 
arc not a proper deduction. 

Cornpensat ion  
bmed on stock- Art. 119. Amounts paid as compensation or addi- 
holdin not de- 
ductlbfe. tional compensation to officers or employees, which 

amounts are based upon the stockholdings of such officers 
or employees, are held to bc dividends, ancl although 
paid in lieu of salaries or wages, are not allowable deduc- 
tions from gross income, for the reason that dividends 
are not deductible. 

orG,$,"t;p;;p,",t Art. 120. Amounts paid for pcnsions to retired employ- 
deductible. ees, or to their families, or others dependent upon them, 

or on account of injuries received by employees, are 
proper deductions as ordinary and necessary expenses " ; 
gifts or gratuities to employees in the service of a corpora- 
tion are not properly cleductible in ascertaining net 
incomc. 

D a t  i o n  Art. 121. Donations made for purposes connected with which are deduct- 
ible. the oberation of the property when limited to charitable 

institutions, hospitals, or educational institutions, con- 
ducted for the benefit of its employees, or their depend- 
ents, shall be a proper deduction for ordinary and nec- 
essary expenses. 

Reserves f o r  Art. 122. Funds set aside by a corporation for insuring insurance. 
its own property are not a proper deduction, but any loss 
actually sustained and charged to such fund may be 
deducted. 

Materials a n d  Art. 123. In  ascertaining expenses proper to be in- supp11eS. 
cluded in the deductions to be made under the item of 
"Expenses, " corporations carrying materials and sup- 
plies on hand for use should include in such expenses the 
charges for materials and supplies only to the amount 
that the same are actually disbursed and used in opera- 
tion and maintenance during the year for whicl~ the return 
is made. 
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Art. 124. The deduction for losses must be losses ac- ts$,";zrinl;;; 
tually sustained during the year and not compensated by ymr. 

insurance or otherwise. I t  must be based upon the dif- 
ference between the cost value' and salvage value of 
property or assets, including in the latter value such 
amount, if any, as has, in the current or previous years, 
been set aside ancl deducted from gross income by way of 
depreciation, as elsewhere defined, and has not been paid 
out in making good such depreciation. 

Art. 125. Bad debts, if so charged off the company's ,z,"k, ,, "bts 

boolrs, during the year, are proper deductions. But 
such debts, if subsequently collected, must be treated ns 
income. 

Art. 126. Reserves to take care of anticipated or R%;~Z. not 

probable losses are not a proper deduction from gross in- 
come. 

Art. 127. Loss due to voluntary removal of buildings, $2 %&if;: 
etc., incident to improvements is either a proper chargem@ 
to the cost of new additions or to depreciation already 
provided, as the facts may indicate, but in no case is it a 
proper dedbtion in determining net income, except as it 
may be reflected in the reasonable amount allowable as a 
deduction for depreciation of the new building. Any 
loss claimed because of the voluntary removal of a build- 
ing is presumed to have been covered by previous depre- 
ciation charges; otherwise the amount of such loss will 
constitute a part of the cost of the new building. 

Art. 128. All losses claimed arising from sale of capital o r L ; ~ ~ ~ ~ ~ ~ ~  

assets should be arrived at in the manner prescribed in 
article 109, defining gains arising from sale of capital 
assets. 

Art. 129. The decluctioli for depreciation should be the a g ; g ~ c h t i o n  

estimated amount of the loss, accrued during the year to 
which the return relates, in the value of the property in 
respect of which such deduction is claimed, that arises 
from exhaustion, wear and tear, or obsolescence out of the 
uses to which the property is put, and which loss has not 
been made good by payments for ordinary maintenance 
and repairs deducted under the heading of expenses of 
maintenance and operation. This estimate should beh,"we$;$;$z;z 
formed upon the assumed life of the property, its cost, and 
its use. Expenses paid in any one year in making 
good exhaustion, wear and tear, or obsolescence in 
respect of which any deduction for depreciation is 
claimed must not be included in the deduchion for ex- 



pense of maintenance and operation of the property, but 
must be made out of accumulated allowances, deducted 
for depreciation in current and previous years. 

D e  rociation Art. 130. The deprecisition allowance, to be deductible, 
doduc?ible, how 
treated. must be, as nearly as the measure of the loss due 

to w-ear and tear, exhaustion, and obsolescence, and 
should be so entered on the books as to constitute a lia- 
bility against the assets of the company, and must.be re- 
flected in the annual balance sheet of the company. The 
annual allowanc,e deductible on this account should be 
such an amount as that the aggre,gate of the annual 
allowances deductccl cluring the life of the property, with 
respect to which i t  is claimed, will not, when the property 
is worn out, exhausted, or obsolete, exceecl its original 
~03t .  

mcidcn.ntal re- Art. 131. Illcidental repairs which neither add to the pairs. 
value of the property nor appreciably prolong its life, 
but keep it; 111 an operating condition, may be deducted 
as expenses. 

Depreci3tion Art. 132. Depreciation set up on the books and de- 
reserve. 

ducted from gross income can not be used for any pur- 
pose other than making good the loss sustained by 
reason of the wear and tear, exhaustion, or obsolescence. 
of the property with respect to which it was claimed. If 
it develops that an amount has been reserved or de- 
ducted in excess of the loss by depreciation, the excess 
shall be restored to income and so accounted for. 

Divcrsionofdc- Art. 133. If any portion of tho depreciation set up is 
prwialion resern? 

diverted t,o any purpose other than making good the loss 
sustained by reason of depreciation, the income account 
for the Scar in which such di3-ersion takes place niust be 
correspondingly increosed. 

Shrinkage in ~ r t ,  134. ~ i ~ r e c i a t i o n  in book values of capital assets 
book values. 

shall be treated in the return in the manner  res scribed in 
the case of loss fro111 the sale of capital assets (art. log), 
but amounts arbitrarily charged off will not be allowed 
as deduct,ions except so far as t,hey represent an actual 
shrinkage in values which may be determined to have 
taken place during the year for which the return is made. 

Art. 135. Where a corporation holds bonds which were 
purchased at a rate abore par and said corporation shall 
proportionately reduce the value of those bonds on its 
books each yc2r so that the book value shall be the re- 
denq)t,ion value of the bonds when such bonds become 
due and payable, t,he return of annual net income of the 
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corporation holding such bonds maj- show the deprecia- 
tion on account of amortization of such bonds. !Che re- of+;;;;ization 

quirement is, however, that the amount carried to the 
amortization account each year shall be equitably pro- 
portioned with respect to the difference between the 
purchase price and the maturing value and the number of 
yeals to elapsc until the bonds become due and payable. 
With respect to bond issues where such bonds are dis- 
posed of for a price less than par and are redeemable at 
par, it is also held that because of the fact that such bonds 
must be redeemed at their face value, the loss sustained LO,, to be pro- 

by reason of their sale for less than their face value inny rated. 
be prorated by the i9suing corporation in accordance 
with the life of the bond. 

: Art .  136. "Good willJ1 represents the value attached to ~ o o d w i ~ ~ .  

a business over and above the value of the physical prop- 
erty, and is such an entirely intangible asset that no claim 
for depreciat,ion in conncction therewith call be allowecl. 

Art. 137. An allowance for depreciation of patents will , 
be made on the following basis: 

, The deduct'ion claimed for exhaustion of the capitalp~;,p;yiationon 
assets as represented by patents to be made in the return 
of annual net income of n corporation for any given year 
shall be one-seventeent,h of the actual cost of such 
patents reduced to a cash basis. Where the patent has HOW d e t e r -  

mined. 
been secured from the Government by a corporation 
itself, its cost would be represented by the various Gov- 
ernment fees, cost of drawings, experimental models, 
attorneys' fees, etc. Where the patent has been pur- 
chased by the corporation for a cash consideration, the 
amount would represent the cost. Where the corporation 
has purchased a patent and made payment therefor in 
stocks or other securities, the actual cash value of such 
stocks or other securities at  the time of the purchase win 
represent the cost of the patent to the corporation. 

a r t .  138. With respect to the depreciation of patents, Deduction in 
ease of obaoles- 

one-seventeenth of the cost is allowable as a propor cence or patents. 
deduction each year until the cost of thc patent has bccn 
returned to the corporation. mhere the value of a 
patent has disappeared through obsolescence or any other 
cause and the fact has been established that the patent is 
valueless, the unreturned cash investment remaining in 
the patent may be claimed as a total loss and be deductcd 
from gross income in the return of annual net incoine for 
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the year during whi6h the facts as to obsolescence or loss 
shall be established, such unreturned cash value to be 
fixed in accordance witth the proportion that t.he number 
of years which the patent st,ill has to run bears to the full 
patent pefiocl of 17 years. 

Depreciatiol1 of Art. 139. Corporations owning tracts of timber lands timber land. 
and removing therefrom and selling, or otherwise dispos- 
ing of the timber will be permitted. to deduct from their 
gross income on account of depreciation or depletion an 
amount representing the original cost of such timber, plw 
any carrying charges that may have been capitalized or 
not deducted from income. The purpose of the depre 
ciation or depletion deduction is to secure to the corpora- 
tion, when the timber has been exhausted, an aggregate 
amount which, plus the salvage value of the land, will 
equal the capital actually invested in such timber and 
land. 

Deductions to Art. 140. when an amount sufficient. to return this cap- cease, when. 
ital has been secured through annual depreciation deduc- 
tions no further deduction on this account shall be al- 
lowed. For t.he purpose of increasing the deduction on 
this account no arbitrary increase in values shall be made, 
unless such increase in value shall be returned as income 
for the year in which the increase in value was taken up 
on the books. 

Depreciation of Art .  141. The depreciation of coal, iron, oil, gas, and 
natural deposits. 

all other- natural deposits must. be based upon the actual 
cost of the properties containing such deposits. In  no 
case shall t,he annual deduction on this account exceed 
5 per cent of the gross value at  the mine (well, etc.) of 
the outdput for the year for which the computation is 
made. 

Definition of ' 
,,aluej, at  Art .  142. The term "gross value at  the mine," as used 

the mine. in paragraphs B and G of section 2 of the act of October 
3, 1913, prescribing a limit to the amount which may be 
deducted in the return of individuals and corporations 
as depreciation in the case of mines, is held to mean the 
market value of ore, coal, crude oil, and gas at the mine 
or well, where such value is established by actual sales 
at  the mine or well; and in case the market value of the 
product of the mine or well is established a t  some place 
other than a t  the mine or well, or on the basis of the 
bullion or metallic value of the ore, then the gross value 
at  the mine is held to be the value of the orc, coal, oil, 
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or gas sold, or of -the metal produced, less transporta- 
tion, reduction, and smelting charges. 

If the rate of 5 per cent per annum shall return to the ti2;Fb,of,d,;Eg 
corporation its capital investment prior to the exh.austion Fvhen. 

of the deposits, the rate on which the annual deduction 
for dipletion of deposits is based must be lowered in 
accordance with the estimated number of years it will 
take to exhaust the estimated reserves. 

I n  case the reserves shall be in excess of the estimates, , , ~ ~ ~ ~ j ~  
no further deduction on account of depletion shall be 
made where the capital investment has been returned to 
the corporation. 

Art. 143. In addition to the deduction to measure thep,;;p';E:tion of 

loss due to depletion, the corporation will be allowed the 
usual depreciation of its machinery, equipment, etc., 
such depreciation to be determined on the basis of the 
cost and estimated life of the property with respect to 
which the depreciation is claimed. 

Art. 144. Corporations leasing oil or gas territory shall , , ,"s~gpo~,r ; t~~  

base their depletion deduction upon the cost of t.he lease, 
and not upon the estimated value, in place, of the oil 
or gas. 

~ r t .  145. Corporations operating mines (including o"se;r&;.g 
or gas wells) upon a royalty basis only can not claim 
depreciation because of the exhaustion of the deposits. 

Art. 146. Unearned increment will not be c o n $ d e r e d c r ~ ~ ; g ~ ~  in- 

in fixing the value on which depreciation shall be based. 
Art. i47. (a )  Under item 5 (a) of the return form, tl1e~~~;4""t$;~~~~;! 

insurance company may take credit for all losses actually ~ p , g o j ; ; y ; ; ~  

sustained during the year and not compensated by in- ig,": c~zp;;;~ 
surance or otherwise, including losses resulting from the 
sale or maturity of securities or other assets, as well as 
decreases by adjustillent of book values of securities, in 
so far as such decreases represent actual declines in 
values which have taken place during the year for which 
the return is made; also losses from agency balances, or 
other accounts, charged off as worthless; losses by defal- 
cation; premium notes voided by lapse, when such notes 
shall have been included in gross income. This item 
will not, however, include payments on policy contracts. 

( 6 )  I n  this item may be deducted actual losses SUS- ,A.;.P;;;;, y;  
tained within the year by reason of the depreciation of value of prop- erty. 
property, which shall have been so entered on the books 
of the company as to constitute a liability against its 
assets. An arbitrary depreciation deduction claimed in 

a 



the return, but not evidenced by book entry, can not be 
allowed. 

p o l i c y  c o n -  (c) In  this i t cu  credit will be taken for all death, dis- 
tracts paid. ability, or othm policy claims, including fire, accident; 

and liability losses, matured endowments, annuities, pay- 
ments on installment policies, surrender kalues, and all 
claims actually paid under the terms of policy contracts. 
Salvage need not be included in gross income if deducted 
in ascertaining the net amount paid for losses under 

~ o s s e ~  incurred ~ol icy  contrhcts. Rcscrves covering liabilities for losses 
and u aid not de- 
duclilfie. incurred, reported, resisted, adjusted or unadjusted but 

not paid, c k  not be deducted from gross income under 
this or any other item of the rcturn. 

Additions to (d)  The reserve funds of insurance companies to be 
reserves required 
by law, how de-considered in computing the deductible net addition to 
term~ned. 

reserve funds are held to include only the reinsurance re- 
serve and tho reserve for supplementary contracts required 
by law in the case of life insurance companies, the un- 
earned premium reserves required by law in the case of 
fire, marine, accident, liability, and other insurance 
companies, and only such other reserves as are specifically 
required by the statutes of a State within which the com- 
pany making the return is doing business. The reserves 
use.d in computing the net addition must not include the 
reserve on any policies the premiums on which have not 
been accounted for in gross income. For the purpose of 
this deduclion, the net addition is the excess of the 
reserve at the end of the year over that a t  the beginning 
of the year and may be based upon the highest authorized 
reserve required by any State in which the company 
making the return does business. 

A s s e s s m e n t  
c o m p a n y  r e -  In the case of assessment insurance companies, the 
serres. actual deposits of sums with the State or Territorial 

officers pursuant to law, as additions to guaranty or 
reserve funds, shall be treated as payments required by law 
to reserve funds. 

Mutual marine insurance companies will deduct under 
it'em 5(e) amounts repaid to policyholders oil account of 
premiums previously paid by them and interest paid upon 
such amounts between the ascertainment thereof and tho 
payment t'hereof. 

What consti- Art. 148. Thc amount of intercst acc,rued and paid tutes allowable 
interest dcduc-~vithin the year by a corporation on an amount of bonded 
tion. 

or other indebtedness not in excess of one-h.aZj of the 
sun1 of the intcrest-bearing indebtedness and the 
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capital st0c.k outstanding at  the close of the year, or, if 
no capital stock, on the amount oi interest-bearing 
indebtedness not exceeding the amount of capital em- 
ployed in the .business at the close of the year, consti- 
tutes an allowable deduction; t,hat is, the maximum 
principal, upon which inte,rest for t,he purpose of this 
deduction, can be computecl must not exceed, in the one 
case, one-half of the sum of the interest-bearing indebted- 
ness and the capital stock ~utst~anding a t  the close of t,he 
year, or, in the other c,ase, must not exceed the amount 
of capital employed in the business at  the close of the 
year. The interest to be deductible must -have been 
computecl on the proper principal at  the contract rat,e 
and'must hrtve bee,rl actually paid mithin the year. 

Interest paid pursuant to contrac,t on an indebtedness r,z$:;;;,f~ig 
secured by mortgage on real estatc occupie,d and used by 
a corporation, in which real estate the corpora,t,ion has 
no equity or to which i t  is not taking title is an allowable 
deduction. from gross income as a rental charge, payment 
of which is required to be made as a condition to the 
continued usc and posscssion of the property. If, how- mortgage I n t c r c s t  on real On 

ever, the corporation has an equity in or is purchasinw a corporation estate in wwhich has 

for it,s own use the real estate upon which such mortgage equity ductible. not de- 

is a prior licn, the indebtedness will be held to be indebt- 
edness of the corporation within the meaning of the lam 
and the interest paid on such mortgage n-ill be deductible 
only to the extent that it, witth interest on othcr obliga- 
tions of the c,orporation, is within the limit fixed by the 
act. 

Ban l i~  a n d Art.  149. In the case of banks and banlring L Z S S O C I E L - ~ ~ ~ ~ ~ ~ ~  associa- 

tions, loan or trust companies, interest paid aithin theti0"' 
year on deposits, or on moneys received for investment 
and secured by interest-bearing cert.ificates of indebtcd- 
ness issued by such bank, banking associatioa, loan or 
,trust company, may be allowably deducted from the 
gross income of such corporations. 

Art .  150. Interest paid on indebtedness, wholly secured. indcbtcdness. Interest paidon 

by collateral the subject of sale in ordinary business of 
such corporations, is also deductible to the full amount 
of such interest paid. This contemplates t,hat the entire 
interest received on the collatera.1 securing such indebtecl- 
ness shall be included in the gross incoi~le returneci. 

Art.  151.  Interest on bondcd or other indebtedness rates 

bearing different rates of interest may be deducted from 
gross income during the year, !x-ovidecl the aggregate . 
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amount of such indebtedness on which the interest is 
paid does not exceed the limit prescribed by law, and in 
case the indebtedness is in excess of the amount on which 
interest may be legally deducted the indebtedness bearing 
the highest rate may be first considered in computing the 
interest deduction and the balance, if any, will be com- 
puted upon the indebtedness bearing the next lower rate 
actually paid, and so on until interest on the maximum 
principal allowed has been computed. 

Taxes deducti- Art. 152. All sums paid within the year for taxes im- ble. 
posed under the authority of the United States or of any 
State or Territory thereof, or imposed by the government 
of any foreign country, are deductible from gross income. 

Taxes not de- Art, 153. Taxes paid for local benefits are not deducti- ductible. 
ble. Taxes paid by a corporation pursuant to a contract 
guaranteeing that the interest payable on its bonds or 
other indebtedness shall be free from taxation are not 
deductible. 

Tax 011 capital Art. 154. Banks paying taxes assessed against their. 
slock of banks. 

stoc.kholders because of their ownership of the shares of 
stock issued by such banks can not deduct the amount of 
taxes so paid irl making their return for the income tax 
imposed by this act unless specially authorized to do so 
by the laws of the State in which they do business. The 
shares of stock are the property of the stockholders, and, 
such holders are primarily liable for the tax. 

Inlportduties. Art. 155. Import duties or taxes are not deductible un- 
der the item of taxes paid during the year, but should be 
inc,luded in arriving at the cost of goods under item No. 
4 (expenses). 

~eserres  for Art. 156. Reserves for taxes can not be allowed, as the 
taxes. 

law specifically provides that only such sums as are paid 
within the year for taxes shall be deducted. 

Foreign c o ~ o -  Art. 157. Foreign corporations shall be subject to the 
rations subject to 
tax. normal tax of 1 per cent computed upon the net income. 

received by or accruing to such corporations from busi-, 
ness transacted and capital invested in this country. For 
the purpose of the tax the net income of such foreign or- 
ganizations shall be ascertained by deducting from the 
gross income arising, received, or accruing from busbess 
done and capital invested in this country the deductiom 
enumerated in the act, which deductions shall be limited 

D e d u c  t i o n s  to expenditures or charges actually incurred iu the main- 
confined to ex- 
penses or busi- tenaiice and operation of the business transacted and cap- 
ness done in the 
United states. ital invested in the United States or, as to certain charges, 
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such proportion of the aggregatc charges as the gross in- 
come from business done and capital invested in the 
United States bears to the aggregate income within and 
without the United States. In other words, the deduc- 
tions from the gross income of a foreign corporation doing 
business in this country should, as nearly as possible, rep- 
resent the actual expenses and authorized c,harges incident 
to the business clone and capital invested in this country 
and must not comprehencl, either directly or indirectly, 
any expenditures or charges incurred in the transaction of 
business or the investment of capital without thc United 
States. 

Art. 158. I t  is immaterial whether t'he deductions e~-,~g;~,~g",'; 
cept for taxes and losses are evidenced by actha1 dis-deuced 
bursements in cash, or whether evidenced in such other 
way as to be properly ackilowleclged by the corporate 
officers and so entered on the books of the c,orpor n t,' ion 
as to constitute a liability against the assets of the cor- 
poration making the return. Deductions for taxes, how- 
ever, should be the aggregate of the amounts actually 
paid, as shown on the cash book of the corporation. 
Deductions for losses shoulcl be confined to losses actually 
sustained and charged off during the year and not com- 
pensated by insurance or otherwise. Except as the same 
may be modified by the provisions of the act, limiting 
certain deductions and authorizing o t,hers, the net in- 
come as returned for the purpose of t'he t,ax shoulcl be the 
same as t,hat shown by the books or the annual balance 
sheet. 

Art. 159. The tax inposed upon the income of cor-c~~;nc;;;&: 
porations, whether domest,ic or foreign, shall be corn-?;? fortlleyear 

puted upon the net income, ascertained in the iiianner 
hereinbefore indicated, except that for the year ending 
December 31, 1913, the income tax will be imposed upon 
the net income accrued from March 1 to December 31, 
both dates inclusive, and such amount of net income is 
ascertained by taking five-sixths of the entire net income 
for said calendar year. 

Art. 160. The special excise tax on corporations pro- ts.;~ytlco;;;~ 

vided for in the act of August 5, 1909, is reafErmed and tiom. 

made operative and effective as to the period from Janu- 
ary 1 to February 28, 1913, both dates inclusive, which 
said tax shall be computed upon one-sixth of the entire 
net income of said corporations for said ye,a,r, and the 
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net ii~coine shall be ascertained in accordance with the 
provisious of the income-tax law. 

Return mid ns- 
sessment. For the year 1913 it shall be necessary to make 

but one return and assessment for all taxes imposed in 
the income-tax larv upon corporations, either by way of 
illcome or excise, which return and assessment shall be 
lnadc at the tiims and in the manner provided in section 
? of the act of October 3 ,  1913. 

No spccsc es- 
ernption allow. Under the prcsent law, no specific exemption id allow- 
able as n deduc- 
tion. ni,ltb, as ~ v a s  the case under the corporation-tax law; 

hence the assessment will be based upon the enlirc: net 
income of the corporation arising or accruing to it from 
all sources during the entire year for which the retunxis 
macle. 

In~cntorics. Art. 161. In order that c,ertain classes of corporations. 
may arrive at their correct income, it is necessary that 
an inventory, or its equivalent, of materials, supplies, 
and nlerchandisc on hand for use or sale at the close of 
each calendar year shall be made in order to determine 
the gross income or to determine the expense of opera- 
tion. 

phrsicalinven- A physical inveiltory is at  all times preferred, but tory. 
where a physical inventory is impossible and an equiva- 
lent inventory is equally accurate, the latter will be w- 
ceptable. 

A n  equivalent inventory is an inventory of materials, 
supplies, and merchandise on hand taken from the books 
of the corporation. 

Corporations, 
CI ;~~SCS of. Art. 162. For the purpose of this tax, corporations are 

divided into five classes, as follows: 
C ~ S S  .i. Class A. Financial and commercial, includi~g banks, 

banking assoc.iations, trust companies, guaranty and 
surety companies, title insurance companies, building 
associations (if for profit), and insurance companies, not 
specifically exemp t. 

Class D . Class 33. Pu.blic service, such as railroad, steamboat, 
ferryboat, and stage-line companies; street-railway com- 
panies; pipe-line, gas-light, and electric-light companies; 
express companies, telegraph and telephone companies. 

class c. Class C. Jnd.ustrial and ~mnufacturing, such as mh-, 
oil and gas producing companies, lumber and coke com- 
panies; rolling mills; foundry and machine shops; 
sawmills; flour, w-oolen, cotton, and other mills; manu- 
facturers of cam, nu tomobiles, elevators, agriculturd 
implements, e tc. ; manufac,turers or refiners of sugar, 



INCOME TAX REGULATIONS.' 79 

mblasses, sirups, or other products; ice and refrigerating 
companies; slaughterhouse, tannery, packing, or can- 
ning companies; printing and publishing companies, etc. 

Class D: Mercantile, including all dealers (not other- D. 

wise classed as producers or manufacturers) in coal, lum- 
ber, grain, produce, and all goods, wares, and merchan- 
dise. 

Class E :  MisceZhneous, suc.11 as architects, contractors, "- 
hotel, theater, or other' co.mpftnies or associations not 
otherwise classified. 

Art. 163. Under the authority conferred by this act, 
forms of return have been prescribed~, in which the 
various items speciiied in the law are to be stated. 
Blank forms of this return will be forwarded to collectors 
and sllould be furnished to every corporation, not cx- 
pressly exempted, on or before January 1 of each year, 
in the case of corporations making their returns for the 
calendar year, or on or before the first day of the next 
fiscal year in the case of corporations making returns for 
their heal year. Failure on the part of any corporation, 
joint-stock ,company, association, or insurance company 
liable to this t,ax to recei~e a prescribed blank form will 
not excuse i t  from making the return required by law, 
or relieve it from any penalties for failure to make the 
return in the prescribed time. Corporations not supplied 
with the proper forms for making the return should make 
application therefor to the collector of internal revenue 
in whose district is located its principal place of business 
in ample time to have its return prepared, verified, and 
filed with the collector on or befdre the last due date as 
hereinafter defined. Failure in this respect subjects it 
not only to 50 per cent additional tax, but to the specific 
penalty imposed for delinquency. Each corporation 
should carefully prepare its return so as to fully and 
clearly set forth the data therein called for. Impe~fect 
or incorrect returns will not be accepted as meeting the 
requirements of the law. 

Art. 164. To any sum or sums due and unpaid after ,:,",nRb;FCtt im- 

the date for payment stated in the notice and demand 
issued by tho collector there shall be added the sum of 
5 per cent of the amount so unpaid, and interest at  the 
rate of 1 per cent per month. To the amount assessable 
on the basis of the nct income there shall be added 50 
per cent in case of refusal or neglect of a corporation to 
make a return or 100 per cent in case of a false or fraud- 
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ulent return. For refusal or neglect to make a return 
within the prescribed time, or for a false or fraudulent 
return, the corporation so offending shall be liable to a 
speciGc penalty not exceeding $10,000. Any person 
divulging unlawfully any information whatever disclosed 
by a return shall be punished by a fine not exceeding 
$1,000, or by imprisonment not exceeding one year, or 
both. 

Any person or any officer of any corporation required 
by law to make, render, sign, or verify any return, who 

Fraudulent remakes any false or fraudulent return or statement with 
turns. intent to defeat or evade the assessment required by 

section 2, act of October 3, 1913, shall be guilty of a 
misdemeanor and shall be h c d  not exceeding $2,000 or 
be imprisoned not exceeding one year, or both, at the 
discretion of the court, with the costs of prosecution. 

~ i s c n i  sear: Art. 165. The Federal income-tax law authorizes cor- horn established. 
porations, joint-stock companies, etc., under certain con- 
ditions to make their returns on the basis of an estab- 
lished "fiscal year" or consecutive 12-months period, 
which may be other than thc calendar year. 

Pursuant to this provision the following instructions 
are issued for the guidance of collectors and other inter- 
cstcd parties: 

,$;Zr $gg","f Any corporation, joint-stock company, or association, 
$ ; ; ~ , b ~ t t ~ ~ o r  any insurance company subject to the t a ~  imposed 
, 3 ~ , ~ $ ~ ; ~ n ; ~ ~ ~ b y  this act may, at its option, have the tax payable by 
:;:ed.so desig-it computed upon the basis of the net income arising or 

accruing from all sources during its heal year, provided 
that it shall designate the last day of the month selected 
as the month in which its fiscal year shall close as the 
day 01 the closing of its fiscal year, and shall, not less 
than 30 days prior to the date upon which its annual 
return is to be filed give notice, in writing, to the col- 
lector of internal revenue of the district in which its 
principal place of business is located, of the day it has 
thus designated as the closing of such fiscal year. 

Illustration Of Art. 166. I n  pursuance of this provision, n corporation fiscal year. 
or like organization subject to this tax may, for example, 
designate the 30th day of September as the day for the 
closing of its fiscal year, whereupon its return of annual 
net income shall be filed with the collector of internal 
revenue of the district in which its principal place of 
business is located not later than 60 days after the close 
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of iis said proposed fiscal year; t l i ~ t  is to say, on or before 
the 29th day of November next succeeding. 

The date of the closing of the fiscal year having been 
designated, notice thereof must be given to the collector 
not less than 30 days prior to the last day of such 60-day 
period. I n  the case just instanced the notice must be 
given not later than October 29. 

If such designation (September 30, 1913) had been 
made and notice given, as hereinbefore indicated, as to 
the closing of the fiscal. ycar 1913, the corporation would 
be authorizect to make its return and have the tax payable 
by it computed upon ,the basis of the net income arising 
or accruing to it during thc period from January 1 to 
September 30, 1913, both dates inclusive. 

Art, 167. Collectors of internal revenue r ece i~ ing ,~ ;~~" , " , "~~ ;~  
notices of the selection and designation of the "fiscalthde"gUationof the ilfiscal year." 

years," as above indicated, will make record of the same, 
recording, (a) the name of the corporation or like organi- 
zation, ( b )  the date when notice was given, (c)  the day 
designated for the closing of the fiscal year, and (d)  the 
date when the return under such designation must be 
filed, which must be, as above stated, not later than the 
last day of the 60-day period next following the day 
designated as the close of the fiscal year. 

Art. 168. If it shall appear that for the year 1913 ,$$;;n ;.$; 
the notice was given within the prescribed time-that is, gg;;,";;e$,";f 
within 30 days of the last day of the 60-day period-the govem. 
1913 retilrn may be made as of the fiscal year so estab- 
liqhed; otherwise it vhll be made on the basis of the cal- 
endar year until such time as the designation shall be 
duly made and notice thereof properly @Ten. 

Art. 169. The designation and notice can not be retro- m$egz;:tiE 
active; that is to say, if a corporation now designatesg",.be retroac- 

April 30, 1914, as the date of the closing of its fiscal year 
and gives notice of such designation, i t  would not be 
authorized to make a return for the four months ended 
April 80, 1913, .and then for the fiscal year ended April 
30, 1914, nor would it be authorized to make one return 
covering the entire 16 months ended April 30, 1914. In 
the case of such corporation the return for the year 
must be made for the calendar year ended December 
31, 1913, and then, assuming that designation and notice 
had been properly made and given, i t  may make a return 
for the four months ended April 30, 1914, and thereafter 

24785'-14-6 
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the return will be made on the basis. of the h a 1  year.so 
established. . 

~ 4 0 m  fiscal k t .  170. I n  all cases where a h t a l  year is not estab- 
year IS not pro 
;;i;gt~~zp$~Kshed as above prescribed returns must be made on the 
;gf forcalend= basis of the calendar year, in which case such returns must 

be filed on or before the 1st day of March next succeeding 
such calendar year. Such returns in either case pro- 
vided must be verified under oath or afhnation of its 
president or other principal officer, and its tremurer 
or assistant treasurer; that is to- say, by two different 
persons acting in the official capacity indicated. 

,R;E;;;,g$ Art. 171. If it shall appear -h any case that returns 
~ ; $ ~ ~ ~ $ ~ f ;  have been made to the collector on the basis of a &cd 
wcepted. year not designated as above indicated, ths corporations 

makmg such returns d be advised that such returns 
can not be accepted, but must be made to cover the 
business of the calendar year. 

t s  kt .  172, Returns made under this act and pursuant 
made forms.- On new to these instructions must be made on the new forms 

prescribed by this department. 
The forms heretofore in use, under the special excise 

tax law, can not be used for making returns for either 
the fiscal or calendar year 1913. 

Art. 173. An extension of time within which a return 
may be filed can in no case exceed 30 days from the date 
on which the return is duc and can be granted only upon 
written application to the collector, and in case of sickness 
or absence of an officer whose signature to the return is 
required, such application to be made prior to the expi- 
e at ion of the period for which the extension is desired. 

Returns rg Art. 174. If a return is made and placed in the United erly ma~le 
time tore- col- States mails, properly addressed, and postage paid, in lector not subject 
to psnsIty under ample time, in due course of mails, to reach the o&e of c e r t a i n  condi- 
tlons. the collector or deputy collector on or before the last due 

date, no penalty will be held to attach should the return 
not be actually received by such o£Eicer until subsequent 
to thati date. 

Last due date Art. 175. " Last due date," as hereinbefore used, is con- defined. 
stmed to mean the last day upon which a return is re- 
quired to be .filed in accordance with the provisions of 
the law, or the last day of the period not exceeding 30 
days covered by an extension of time granted by ths 
collector. 

whendue date Art. 176. When the due date as above deked  f& falls on Sunday 
Orlega'hO'idny. on Sunday or on a legal holiday, the kt due date will 
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be held to be the day next following such Swlday or 
legal holiday and the return should be made to the 
collector not later than such following day, or, if placed 
in the mails, it should be posted in ample time to reach 
the collector's office, under ordinary handling of the 
mails, on or before the date on which the rcturn is thus 
made due in the office of the collector. 

A s s e s ~ m e n t  Art. 177. All assessments against corporations, etc., 
papment 

making returns for the calendar year are required to betaxcs. 
made and the several corporations, joint-stock companiss, 
etc., notified of the amount for which they are liable on 
or before the 1st of June of each sucessive year, nnd said ,:,q' Calendar 

assesslnents shall be paid on or before the 33th day of 
June of such year. In the case of corporations making,,N~of~~scss- 
returns for the fiscal year, the assessmei~ts &all be made 
and notice given on or before the expiration of 90 days 
from the date when the returns were required to be filed, 
and the taxes assessed against such corporations, etc., 
shall be paid within 120 days after the date upon which 
the returns were required to be filed. I11 case of refusal 
or neglect by a corporation, etc., to malie a rcturn, and 
in case of fake or fraudulent return, the cornmiesioner, 
upon the discovery thereof within three years aItcr such 
returns are clue, shall ma,ke a return upon information 
obtained in the manner provided in the act, and the 
assessment made on the basis of such return shall bc paid 
immediately upon notice and demand given by the col- 
lector. 

Upon failure to pay the tax when due and lor 10 days , , ~ $ ~ ; ; ~ ; , ~ y  

after notice and demand, a penalty of 5 per cent of the 
amount of the tax unpaid and interest at the rate of 1 
per cent per month until paid shall be added to the 
amount of such tax. 

Art. 178. W3en the assessments shall have been made, p,R,elt~Omr,$~ 
the returns shall be filed in the office of the commissioner i1","dW: ~ ~ n ~ $ ~  

and shall constitute public records, subject to inspectionof the ""ldent. 

upon the order of the President, under rules and regula- 
tions prescribed by the Secretary of the Treasury and 
approved by the President. Copies of returns on file in 
the Commissioner's office are not permitted to be sent to 
any person, except to the corporation itself or to  its duly 
authorized attorney. 

Art. 179. Upon request of the governor of a States,I,'tg,"$E;nig 
which imposes a general income tax, the proper officers of ;,",% income 

such S t a h  may have access to the returns filed by corpo- 
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rations doing business in such States, or to an abstract 
thereof showing the name and income of such corpora- 
tions, etc., a t  such times and in such manner as.the Secre- 
tary may prescribe. In no case are the original returns 
to be removed from the office of the commissioner, except 
upon order and by direction of the Secretary of the 
Treasury or the President. 

Certified copies Art. 180. At the request of the Attorney General, or by 
of retorns. 

clirection-of the Secretary of the Treasury, certified copies 
of returns may be made and delivered to the United 
Stat,es distfrict attorneys for their use as evidence in the 
prosecution or defense of suits in which the collection or 
legality of the tax a.ssessec1 on the basis of such re turn is  
involved, or in any suit to which tho United States Gov- 
ernment and the corporation, etc., making the ret,urn are 
parties and in which suit such certXed copies would con- 
stitute mat,erial evidence. 

Penalty forgiv- Art. 181. The disclosure by any coUect,or, deputy col- 
ing inlormation 
k z f a r d  to re-lector, agent, clerk, or other officer or employee of the 

United St'ates to any person of any information whatever 
contained in or set, fort,h by any retura of annual net 
income made pursuant to this act is, by the act, made a 
misdemeanor, and is punishable by a h e  not exceeding 
$1,000, or by ilnprisonment not exceeding one year, or 
both, at  the discretion of the couri, and if the offender 
is an offic;er or employee of the United States he shall be 
dismissed and be incaptlble thereafter of holding any 
office under the United States Government. 

~oo&eeping. Art. 182. No particulrar system of bookkeeping or ac- 
counting will be r e q e e d  by t.he department. However, 
the business transacted by corporations must be so 
recorded that each and every item set forth in the return 
of annual net income may be readily verified by an exami- 
nation of the books of account. 

of ac- Art. 183. The books of a corporation are assumed to count best guide 
to  income. reflect the facts as to its ea~mings, income, etc. Hence 

they will be taken as the best .guide-in determining the net 
income upon which the tax imposed by this act is calcu- 
lated. Exc,ept as the same may be modified by the pro- 
visions of the law, wherein certain deductions are limited, 
the net income disclosed by the books and verified by the 
annual balance sheet, or the annual report to stockhold- 
ers, should be t,he same as that returned for taxation. 

Omitted tax= Art. 184. In  cases wherein corporations have neglected 
may be esessed. 

or refused t,o make returns, and in cases wherein returns 
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made are found, upon investigation or otherwise, to be 
false or fraudulent, the commissioner may, upon discov- 
ery thereof, at  any time within three yca1.s after said re- 
turn is due, make return upon the information obtained 
in the manner provided in the act, and tho tax so discov- 
ored. to be due, together with the additional tax pro- 
scribed, shall be assessed, and the amount thereof shall 
be paid immediately upon notice and demand. 
Art. 185. Corporations coming within the terms of thi~,,C,j;ft",~~fi; 

law are subject to the normal tax only; that is, a taxtax. 
computed a i  a level rate of 1 per cent of their entire net 
income regardless of the amount of such net income. 
Art. 186. For the purpose of verifying any return, , $ ; S ~ t i o n o f  

made pursuant to this act, the Commissioner of Internal 
ltevenue, may, by any duly authorized revenue agent or 
deputy collector, cause the books of such corporation to 
be examined, and if such examination discloses that the 
corporation is liable to tax in addition to that previously 
asspsed, or assessable, the same shall be assessed and 
shall be pa.yable immediately upon notice and demand. 
For the purpose of such examination, the books of corpo- 
rations shdl be open to the examining officer, or shall bo 
produced for this purpose upon summons issued by any 
properly authorized officer. 



PART 4. 

A S S E S S M E N T  A N D  COLLECTION.  

qT2,a,";;dyk"g Art. 187. All income taxes found to be due will be re- 
sessment lisb. ported by collectors on their assessment lists, Form 23-8 

in the case of corporations, and on Form 23-B in the 
case of individuals-and uithholding agents. 

Kames to  bo Art. 188. The names of corporations subject t.o tax 
listed in alpha- 
betical order. d l  be listed on Form 23-A, according to their designated 

c':ass, and in alphabetical order as to each class. Names 
of individuals subject to tax will be listed on Form 23-B, 
alphabet,ically, wit.hout reference to class or rate of tax. 
Following such names there wil be listed, alphabetically, 

Names of with- the names of all withholding or licensed collec$ing 
holding azents, 
how to  be listed. agents, and the aggregate amount of tax withheld by each, 

as shown by the annual returns rendered by them. 
A11 assessment against each person, firm or company, 
from whose income t.he tax has been so withheld, will be 
unnecessary in such cases. 

A s s e s s m e n t  Art. 189. To avoid, as far as possible, the assessment 
against withhold- 
gfe;~;n;;Eof taxes-as to which claims for exemption or deduction 
nual. reports aremay be filed under article 33, collectors will delay report- 
received. 

ing for assessment taxes remaining in the hands of with- 
holding agents, until the annual reports of such agents, 
~vhich must be fded not later than March 1 in each year, 
are received. 

Returns, when 
to  be made. Art. 190. Beturns of mit'hholding agents (including 

those of licensed collecting agents) as to interest payments 
shall be made mont,hly and returns containing sum- 
rnaiies of said monthly returns shall be made annudly. 
(See Part 2, A, B, and C.) Returns of individuals 
(see Part I) ,  corporations (see Part 3), and withholding 
agents, ~vithholdhg tax on wages, salaries, rents, etc. 
(see Part 2 ,  D), and fiduciaries acting as withholding 
agent,s (see Part 2, E) shall be made annually. All 
monthly returns are required to be made on or before 
the 20th day of each month for t,he preceding month. 
All annual returns are required to be made on or before 
the 1st dny of March in each year, except in the case of 
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corporations which have given due notice of the termi- 
nation of their fiscal year, in which cases the prescribed 
return is to be filed within 60 days aft,er the termination 
of such fiscal year. 

Art. 191. ~ o r ~ o r a t i o n s  which are subject to the special may c orporat ions include in 

excise tax 3n income received during the months of :e,yzc;~e r; 
January and February, 1913, may, under the j ~ t  to special ox- 

clse tax. 
of sect i~n 4, paragraph S, of the act of October 3, 1913, 
include such income, as also the income taxable under said 
act, in one return for the year 1913. In  each such case 
one assessment only will be made. 

Art. 192. All returns of income, whether of individuals ,,,",",ty$ffE: 
or corporations, should be forwarded with the assessment warded with as- 

sessmont lists. 
list rendered. Where in any case the collector has reason 
to believe that any return rendered is false or fraudulent, l e $ i z & f r d ~ -  

he will prepare and retain in his office a copy of such 
return, and will note on the original and under the head 
of "Remarks" of his assessment list the words "Investi- 
gation pending." He will in all such cases make his inves- 
tigation in the manner prescribed in section 3173, Revised 
Statutes, and paragraph D of said act of October 3, 1913 ; 
and he will report the results of his investigation to the 
Commissioner of Internal Rcvenue, referring to the Zist, 
folio, and line on which the assessment was reported. 

Art. 193. Monthly and annual returns of w i t h h ~ l d i n g ~ ~ $ ~ ~ ~ ~ ~ d f : ;  
agents (including those of licensed agents) as to interest agents duplicate. to be in 

payments and the annual returns of withholding agents 
withholding tax on wages, salaries, eic,., will be made in 
duplicate, one copy of which will be retained by the col- 
lector in his office and one copy transmi-lted to the Com- 
missioner of Internal Revenue. Amnual returns of with- 
holding agents (including thosc of licensed agent's) as to 
interest payments, and returns of withholding agents as 
to wages, salaries, etc., and of fiduciaries will be forwarded 
by the collector with his list, Form 23-B, on which the 
tax withheld is reported for assessment. 

Art. 194. All certificates of -exemption or deductions, a,C,e;i&E;t;; 
fled by or on behalf of persons subject to tax, will be forwarded as received. as soon 

forwarded by the collector as soon as received; and all 
such certificates, reports, and' returns, before being trans- 
mitted to the commissioner, will have stamped thereon 
the name and number of the district; will be arranged 
(unfolded) in alphabetical order and, in the case of cor- 
porations, according to the designated class to which they 
belong. Care should be taken to have all such papers, 
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when so arranged, carefully secured by cord or other 
fastening, so as to insure their receipt in like order. This 
is especially necessary in view of the large number of like 
papers which will be forwarded from the various districts. 

, Art. 195. In order that assessment lists may be 
examined by col- 
lectors. promptly prepared and forwarded, collect,ors will see 

that a,L1 reports and returns to be listed are examined 
as received, and that no delay occurs in this branch of 
the work. Special diligence in this matter is necessary, 
as sufficient time must be given for the reexamination of 
such returns in the commissioner's office before assess. 

, i ~ s ~ ~ ~ s & m ~ ~ ~ m e n t  is made. The forwarding of assessment lists, how- 
~ ~ & d a n ~ , , ~ ~ ; e v e r ,  should in no case be delayed, beyond the time 
delay. allowed, on account of unexcmined returns, as such, 

returns can be examined and reported on a subsequent 
list. As the law limits the time in which these assess- 
ments are to be made and notice of assessment given, 
collectors will assign to this work all available force in 
their respective ofices. 

Notice to  be Art. 196. Where the required returns are not filed sent to delin- 
quents. within the prescribed time, either by individuals or 

corporations, notice on Form 1045, should in each case 
be sent to t,he delinquent. (For authorized extension of 
time, see articles 23 and 173.) 

Noticeofmess- Art. 197. When assessment has been made, collectors ment. 
will, on receipt of their returned lists, a t  once issue pre- 
liminary notices of assessment (Form 647), and where 
in any case the tax assessed is not paid on or before the 
30t.h day of June, or in case of corporations designating 
their own h c a l  yem, within 120 days following the date 
on which the return should have been fled, notice and 
demand (Form 17) should he a t  once issued, nnd unless 

Dema"d fo r the  tax in such case is paid within 10 days a.fter the 
tax, penalty, and interest. servicc of such notice, general demand for tax, penalty, 

and interest (Form 21) should a t  once be issued. Imme- 
diate notice and demand (Form 17) will, however, be 
served in case of failure to file the required return within 
the statutory period. 

m ~ ~ i ; ; O ~ ~ " , ~ r t .  198. Pending assessment on returns forwarded to 
immediately return or list. on the co~nmissione~, coUectors will have prepared the neces- 

sary ilotices of assessment, with properly addressed 
envelopes, to be used immediately on return of their 
assessment lists. 
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Art. 199. Statements of payment, abatement, and o ~ t - , ~ ; ; t ; ~ ~ ~  
standing balances of such assessed taxes will be rendered ;;~:nd'ni bab 
monthly by collectors on special Form 325. Such 
statements will be prepared in the same manner as 
required in the case of assessments on the reguhr Form 
23, except that in Statement I11 the outstanding bal- 
ances on the various lists will be reported in aggregate 

O u t s t a n d i n g  
only. Items constituting such balances, however, willbalances to be 

carded by col- 
be carded by collectors, but only as to such as werelectors. 
assessed during the month for which the return is ren- 
dered, thus avoiding detailed statements each month of 
outstanding balances previously reported. A separate 
card. (Form 1020) will be used for each such item; and 
all cards so prepared each month should be arranged 
alphabetically, and so forwarded by thc collector with 
his report on special Form 325. 

W. H. OSBORN, 
Commissioner of Internal Revenue. 

Approved: 
W. G. ~ICADOO, 

Secretary of the Treasury. 




